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The British West Indies 
in Depression 


1880-1914 


By SB. Saul* 


In recent times economic historians have been much concerned 
with seeking out the strands of development in colonial terri- 
tories during the last century and with trying to discover why 
the process of growth varied so much at different times and 
between different places. The British West Indies provide a 
remarkable example of an area which was largely passed over 
by the waves of economic progress experienced elsewhere during 
the nineteenth century and in this article I have tried to examine 
this relative stagnation as it expressed itself through the overseas 
trade of the colonies. By this approach it may be possible to 
obtain some kind of quantitative view of the consequences of 
depression in their staple export upon the economies of the most 
important colonies in the area.’ The subject is of particular 
interest too because of the claims made by imperially minded 
writers—both at the time and since—for the approach to colonial 


problems brought by Joseph Chamberlain when he became 
Secretary of State in 1895. 


I 


In the eighteenth century the islands had played a crucial role 
in Britain’s overseas economy and as late as the 1820’s they still 





* Department of Economics, The University of Liverpool. 

*In this article I have concentrated upon the colonies with the largest 
volume of trade—Jamaica, Trinidad, Barbados and British Guiana. 

*E. Moreau, The State of the Trade of Great Britain with all parts 
of the World, 1697-1822, London, 1823. 
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4 INTER-AMERICAN ECONOMIC AFFAIRS 


supplied at least 20 per cent of her imports and took 12 per cent 
of Britain's exports. The abolition of the slave trade in 1806 
had disrupted the old patterns of trade and the abolition of 
slavery itself in 1833 brought more problems but the economic 
plight of the colonies did not become acute until the price of 
sugar began to collapse after 1880. In the mid 60’s Britain’s 
imports from the West Indies were greater than those from any 
other part of her Empire except India, though the colonies 
were not good markets for British goods and there was a trade 
gap of £3-4m. which indirectly financed imports into the West 
Indies from the American continent. The West Indian producers 
attributed their difficulties after 1880 to the competition they 
experienced from bounty-fed European beet sugar though, as 
we shall see, this interpretation is much open to doubt. Such 
competition did not prevent the expansion of the cane sugar 
industry in Java, for example, and it seems more likely that what 
was needed was a thorough reorganization of production in a 
stagnant industry in the face of a highly competitive situation— 
concentration of production in the best areas, more central fac- 
tories with new machinery and the development of alternative 
products. Indeed, though the spectacular achievements of the 
beet industry seemed at best disastrous to cane producers, much 
of the factory development for beet was subsequently also 
adapted to cane and around 1900 there began a remarkable im- 
provement of cane output in places such as Louisiana, Cuba, 
Hawaii and Java, but not, however, in the West Indies. 

The whole problem of competition from beet sugar is a difh- 
cult one. One weakness of the cane areas, at least in parts of 
the West Indies, was that sugar was almost the only crop 
whereas European beet was part of a rotation and had an influ- 
ence beyond its sphere by raising cultivation standards. It filled 
in the gap left in rotations by the competition of American and 
Russian cereals, and its cultivation was economical in the widest 
sense even if the price received was below the cost of production 
of the sugar itself. The West Indian planters put their emphasis 
on the direct effects of the bounties upon prices, though their 
more important result was to stimulate greater efficiency of pro- 
duction. The price fall was in any case so great that the bounties 
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could only account for part of it and independent observers 
came more and more to see the problem as one of general over- 
production. To stimulate recovery and alternative employments, 
substantial investment would be required in the West Indies in 
public works of all kinds and in the early stages at least, this 
would have to come from abroad. But capital moved from 
London to those areas where it would be applied most profitably 
in money and not in social terms, and without government aid 
it was difficult to see where the initial stimulus for change would 
arise. Consequently, when Paish made his calculations of British 
capital invested in the Empire by 1913, he could only include 
the West Indies under ‘rest of the empire’ at a mere £26m.° 


II 


Although sugar was the prime cause of the distress, certain 
islands depended upon it more heavily than the others.* By 
the 1890’s Jamaica and Trinidad had built up substantial alter- 
native trades, but the situation was most serious in Barbados 
and the Leewards which produced virtually nothing else. Exports 
of beet sugar from Europe had cut seriously into the traditional 
markets of these colonies and they had tried to improve their 
circumstances by switching exports to the United States where 
countervailing duties had been imposed on bounty sugar.’ As 


’Sir George Paish, ‘Capital Exports and the Cost of Living,’ The 
Statist, supplement, p. v. Between 1908 and 1910 total new issues in 
London for the West Indies came to only £850,000 compared with total 
overseas issues of £517m. 

*In 1870 total exports from the West Indies and British Guiana were 
£7,400,000; of this amount sugar provided £4,600,000 and rum and 
molasses rather less than £1m. 

*In 1884 an attempt was made to arrange a reciprocity treaty with 
the United States under which West Indian sugar would be freed from 
duties and American goods would enjoy lower duties in the West Indies, 
though without any advantage over British goods. The agreement was 
disallowed in Westminster as being contrary to the system of most 
favoured nation treaties. In 1892 Reciprocity Treaties with the United 
States were concluded by Britain for the four major colonies but the 
arrangements lasted only for two years. Between 1870 and 1900 imports 
of West Indian sugar into Britain fell from 3.7m. cwts to 800,000 cwts 
whereas imports of raw beet rose from 1.7m cwts to 10.5m. and of 
tefined sugar (mainly beet) from 1.7 to 19.2m. cwts. 
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Table I shows, this policy was at first reasonably successful, 
though it was not possible to maintain the value as well as the 
volume of exports.° 


TABLE I 
EXPORTS OF SUGAR FROM BARBADOS 
(Annual Averages) 


1882-1885 1890-1894 1882-1885 1890-1894 
(hogsheads ) (£000) 
United Kingdom 30,604 8,939 436 106 
United States 24,878 53,609 291 559 
Total 62,192 65,200 822 690 


Source: Royal Commission on the West Indies, Report, Appendix C, 
Vol. II, C.8657 of 1897, p. 201. 

Furthermore, there was a marked movement of the terms of trade 

against Barbados, for though the weighted index of export prices 

shows a fall of one third between the early 70’s and early 90's, 

that for import prices shows a fall of only 13 per cent. 

The export of sugar products from British Guiana fell not 
only in value—from an average of £2.4m. in 1881-1885 to £1.7m. 
in 1891-1895—but also in volume from 124,000 to 111,000 
hogsheads. A similar switch of exports from Britain to the 
United States helped to lessen the catastrophe: between 1870 and 
1890 exports to Britain fell by £564,000, whilst exports to the 
United States rose by £352,000. Early in the nineteenth century 
British Guiana had also been a considerable exporter of coffee 
but cultivation had been quickly abandoned after the abolition 
of slavery;* a small trade in balata gum, the West Indian form 


6 Some writers wrongly attribute the growth of the American market 
for West Indian sugar to the imposition of duties under the Dingley 
Tariff of 1897. Our figures show that the change came well before that 
time. See A. P. Newton, The Staple Trades of the Empire, London, 
1918, p. 38 and C. V. Shepherd, ‘British West Indian Economic History,’ 
Tropical Agriculture, XVI (1939), p. 177. 

7In 1830 British Guiana had exported 10m. Ibs. of coffee but half a 
century later she was importing 500,000 Ibs. Business in coffee was done 
in a desultory sort of way by small growers, home consumption being 
approximately treble the imports. See U.S. Consular Reports, No. 98, 
October 1898, ‘Cultivation of and Trade in Coffee in Central and South 
America,’ p. 85. 
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of gutta percha, had been started in 1859 though its progress 
was hardly rapid since in 1895 exports were still worth only 
£16,000. The trees were found all over the colony, especially 
along the banks of small rivers and creeks in Berbice, and the 
collection of gum was carried out under government license. 
Far more important were the efforts of pioneers in this traditional 
El Dorado and scene of Raleigh’s last pathetic venture once 
again to work the gold deposits in the interior. Quartz crushing 
had been attempted as far back as 1863 but abandoned as the 
ore was poor and the mine situated in an area claimed by Venez- 
uela. Placer washing began around 1879 and something of a 
tush started which was eventually to prove a contributory factor 
to the flaring up of the Anglo-Venezuelan boundary dispute.® 
Most of the gold was produced by local prospectors using primi- 
tive techniques and little capital was attracted from outside the 
colony by the meagre profits they earned. Quartz mining was 
resumed in 1896 but the maximum output of 138,500 ozs. had 
already been achieved in 1893/94 when exports were worth 
more than £500,000. Nevertheless, the value of all exports from 
British Guiana fell by a quarter during the years of the ‘Great 
Depression.’ 

For Trinidad the position was more satisfactory. Sugar prod- 
ucts were important to her economy but she was also a major 
exporter of cocoa and possessed in the famous pitch lake near 
La Brea the only known mineral resources of the islands to that 
time. She enjoyed too a lucrative carrying trade with the main- 
land though this was much restricted in the 90’s when Venezuela 
placed a duty of 90 per cent on imports from Trinidad. Total 
exports from the island rose from an average of £1,358,000 in 
1869-1871 to £1,837,000 in 1891-1895, for although sugar ex- 
ports fell by £200,000 the loss was made good by a rise of 
£400,000 in cocoa exports and by the new trade in asphalt which 





*J. Rodway, Guiana, London, 1912, p. 129. 
*The pioneers in quartz crushing gave in after a few months but fur- 
ther attempts followed and by 1906 one mine—Peter’s mine—which 
began crushing in September 1905, was already producing one ninth of 
total output. See Annual Report for British Guiana, 1906/07, Cd.3724- 
14 of 1907, p. 22. This mine closed, however, in 1909. 
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averaged just over £100,000 in 1891-1895. Cocoa growing was 
taken up widely as prices rose during the 70’s and maintained 
themselves even in the early 80’s when all others were falling 
and though they fell sharply in 1896 and 1897, production was 
still held to be profitable.° The Trinidad asphalt had long 
been used for caulking ships but more recently it had been put 
to the preparation of road surfaces and exports rose accordingly. 
In 1870 Britain was almost the only market for these exports 


TABLE II 
EXPORTS OF TRINIDAD PRODUCE 
(Annual Averages £000) 


1869-1871 1891-1895 1909-1913 
Cocoa 158 560 1180 
Sugar 856 660 555 
Asphalt a 107 192 
Coconuts — 35 71 
Total 1100 1447 2149 


Source: Statistical Abstracts for British Possessions. 


except for a little cocoa supplied to France but by the 1890's 
the United States was taking almost as much as Britain, being 
now the more important consumer of Trinidad’s sugar and cocoa; 
the share of France had risen too, since she had become the 
biggest market for the exports of cocoa. 

Thanks largely to her geographical position, Jamaica was also 
able to make far-reaching adjustments to her economic position 
during these years.” Even though as late as 1880 sugar pro- 
vided 77 per cent of her exports she had long been a substantial 
trader in other goods as well—in particular dyewoods and cof- 
fee. All the same for years the economy had been in decline; 


10 Prices rose quickly after 1897 and one estimate put the average 
return on capital invested in cocoa at 10-14 per cent. See Annual Report 
for Trinidad, 1898, C.9498-6 of 1899, p. 12. 

11 Beachy points out that in several islands these changes were encout- 
aged by the operation of the Encumbered Estates Act, for estates dealt 
with by the Court were by no means always brought back to sugar culti- 
vation. R. W. Beachy, The British West Indies Sugar Industry, London, 
1957, p. 37. 
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the largest sugar crop was harvested in 1805, the highest output 
of rum achieved in 1806, and the heaviest coffee crop in 1814.” 
Exports of dyewoods made their appearance in the 1830's but 
the level reached in 1869 was never much exceeded in later 
years. More significant for the future was the appearance of 
bananas in the trade returns for the first time in 1870. As with 
all the other colonies, in the early 70’s Britain was the main 
market for her exports, taking over 90 per cent of her sugar, 
most of her dyewoods and nearly 70 per cent of the coffee; the 
rest of Jamaica’s trade was mainly directed to the United States.** 

By the early 90’s all this had changed for, making use of her 
proximity to the United States, Jamaica had concentrated all 
energies on that market and now sent one half of her exports 
there and only a third to Britain. The output of sugar products 
was allowed to run down and in 1893-1896 they accounted for 
less than 20 per cent of all exports; sugar exports to Britain fell 
from £448,000 in 1874-1875 to only £5,000 in 1897-1899. In 
the mid 80’s there had been a temporary increase in sugar exports 
to Canada and for a few years she was Jamaica’s major market 
but the trade ended suddenly with the cessation of direct steam- 
ship communication.* By the end of the century in parts of 
Jamaica sugar was little more than a by-product in the manu- 
facture of rum which kept its price much more successfully. 
More and more was exported to Germany too for mixing with 
beet spirit to make a cheaper kind of rum.** Exports of fruit 
had grown rapidly and in 1890 became the largest single export. 
All of it was shipped to the United States although an experi- 
mental consignment was sent to Britain by refrigerator ship in 
1896. The export of cocoa, though as yet small, also depended 
more on foreign than on British demand. The value and volume 
of coffee exports were reasonably well maintained until the bot- 
tom fell out of the market with a catastrophic decline of prices 





* Handbook for Jamaica, 1884-85. 

*8 Annual Blue Books for Jamaica. 

*C. P. Lucas, A Historical Geography of the British Empire, Oxford, 
1890, ii, 120. 


*“H. C. Geerligs, The World’s Cane Sugar Industry, Manchester, 
1912, p. 221. 
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after 1895 as a result of a vast increase of supplies to the world 
market from Brazil.** Most important in the coffee exports was 
the celebrated Blue Mountain coffee, comprising only a small 
proportion of total coffee output but entirely produced for export 
to Britain where it fetched high prices on account of its peculiarly 
fine qualities for blending. Even so, much coffee was grown and 
cured inefficiently and here too a central factory was urgently 
required. Even in the Blue Mountains by the end of the cen- 
tury many estates had been abandoned * and eventually, as the 
planters were unwilling to carry out the necessary manuring, 
erosion was to carry away nearly all the formerly extensive 
plantations. 

Because of natural advantages and the efforts made to achieve 
some form of diversification of economic activity, two of the 
islands by the 90’s had conspicuously more favourable records 
in their overseas trade than the others. All the same, at its 
best the situation was hardly satisfactory and at worst it was 
disastrous; the century had been one of stagnation and decline.” 


TABLE III 
EXPORTS OF HOME PRODUCE FROM WEST INDIAN COLONIES 
(Annual Averages £000) 


Jamaica Trinidad Barbados British Guiana 
1882-1884 1396 1457 1032 2729 
1891-1895 1781 1447 714 2119 
1909-1913 2500 2149 675 1799 


Source: Royal Commission on the West Indies, C.8655 of 1897, Appen- 
dix B. Statistical Abstract for British Possessions. 


16 The Economist, Commercial History for 1897, p. 9. 

17R. T. Hill, Cuba and Porto Rico, London, 1898, p. 212. The 
poorest coffee was grown by Creole settlers at much lower elevations and 
was haphazardly prepared and cured. Its price was generally less than 
a half that fetched for Blue Mountain coffee but it seemed to suit Amet- 
ican tastes. See U.S. Consular Reports, ‘Cultivation of, and Trade in, 
Coffee in C. and S. America,’ p. 112. 

18 The Royal Commission on the West Indies pointed out that Jamaica's 
exports had reached their height in the five years preceding the abolition 
of the slave trade (Report, C.8655 of 1897, p. 139). Even in 1800 
Barbados was producing only half the sugar grown in 1735. (C.N. 
Parkinson [Ed.}, The Trade Winds, London, 1948, p. 166). 
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THE BRITISH WEST INDIES 11 
The significant point is that all these colonies saved themselves 
from a worse plight by moving away from the British market. 
By the mid 90’s Britain was buying under a half of the exports 
of all four except for the gold produced in British Guiana which 
went entirely to London, the world’s gold distributing center. 
On the other hand Britain retained her large share of the imports 
of manufactures into the colonies. Only in Jamaica did the 
Chamberlain investigation of 1895 find that British goods were 
facing serious competition from other suppliers for there the 
United States was supplying considerable quantities of footwear, 
iron, agricultural tools, glassware, hardware and furniture.’® In 
addition, of course, all the islands obtained the bulk of their 
food imports from the United States. The pattern of trade which 
emerged was one in which Jamaica, Trinidad and Barbados, 
who had all abandoned much of their British market, had an 
import surplus from Britain and the first two an export surplus 
to the United States. British Guiana alone had an export sur- 
plus with Britain because of her gold exports. Together the 
four colonies had a deficit with Britain of £800,000 in the mid 
90’s and a surplus with the United States of £400,000. One 
of the traditional settlements patterns of the early nineteenth 
century had therefore been entirely reversed. 


Ill 

The years of the ‘Great Depression’ had been poor ones indeed 
for the West Indian colonies since all of them were entirely 
dependent on their foreign trade, importing the greater part of 
their food supply and almost all other requirements. Some put 
the blame firmly on the shoulders of earlier absentee owners for 
draining the colonies of wealth and failing to provide new 
capital.” Others criticized the systems of land tenure and com- 
pared them unfavourably with those found in Java, for ex- 
ample." There had been some investment in the previous decade 





Trade of the British Empire and Foreign Competition, C. 8449 of 
1897, p. 108. 


* J. W. Root, The British West Indies and the Sugar Industry, Liver- 
pool, 1899, c. 1. 

* Sir Alan Pim, Colonial Agricultural Production, Oxford, 1946, pp. 
90ff. An interesting approach to this problem was the establishment of 
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or so in British Guiana and Trinidad where the best quality 
sugar was grown. In the latter colony several central factories 
using the vacuum pan and centrifugal methods had been estab- 
lished; *? in the former, estates were large enough for the latest 
equipment to be installed without the need for central factories 
and from 1872 to 1890 British Guiana imported sugar machinery 
to the value of almost £2m.* There were serious difficulties 
hindering the adoption of new methods of growing and harvest- 
ing in the colony, however, as the land was so intersected by 
trenches and canals for drainage. The changeover in Trinidad 
came about very quickly; in 1891 over a third of the sugar pro- 
duced there was still muscovado but five years later it was 
virtually all centrifugal or vacuum pan sugar.** Elsewhere there 
was a vicious circle of depression; standards of cultivation fell 
with prices, less labour was used, less manure applied and fewer 
chemical fertilisers imported so that eventually profits declined 
still more.** In Barbados the old non-centrifugal methods were 
still being used by which the juice was squeezed out by ineff- 
cient rollers and boiled into a hard mass of varying sweetness 
and stickiness. This low quality muscovado sugar—it went under 
a variety of local names of which gar in India was the most 
important—became more and more unpopular in the British 


cane farming by peasant proprietors. By 1900 almost a quarter of Trini- 
dad’s sugar was produced in this way. There were serious problems; the 
farmers were dependent on the sugar manufacturer for capital and had 
to sell at prices determined by him. Attempts were made to remedy 
this by setting up banks of the Raffeisen type. Annual Report for Trini- 
dad, 1900, Cd.788-8 of 1901, p. 13. 

2 The vacuum pan for evaporating liquid sugar at very low pressure 
was invented in 1813 and the first colonial pan introduced in Demerara 
nineteen years later. (N. Deerr, The History of Sugar, London, 1950, 
p. 561). The centrifugal, invented in the late 1830's, was a device for 
separating crystals from molasses by means other than drainage. 


28 Royal Commission on the West Indies, Report, Appendix C, Vol. , 


II, C.8657 of 1897, p. 125. This was an average of about £100,000 
per annum but from 1891 to 1895 the average fell to only a half of 
this amount. 

24 Ibid., Appendix A, C.8655 of 1897, p. 101. 

25O. P. Starkey, The Economic Geography of Barbardos, New York, 
1939, p. 154 where a graph shows the stagnation of fertilizer imports. 
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market as finer grades became available. Raw beet was preferred 
by the refiners just as Javan cane was to be in later years if 
only because of its cleanliness. High quality Demerara sugar 
from British Guiana was marketed easily in Britain during the 
height of the competition from beet at a price well above the 
average and by the end of the century formed the bulk of West 
Indian sugar exports to Britain.” 

The United States was in fact the only favourable market for 
the cheaper sugar as there it had a freight advantage over beet 
and was backed by countervailing duties on bounty sugar. It 
was argued by the Royal Commission of 1897 that it was the 
structure of the American duties which held up the conversion 
of many West Indian estates to the new methods of production 
just as the British sugar duties prior to 1874 had also been 
particularly favourable to the muscovado producers.” Indeed, 
after the removal of the bounties by the Brussels Agreement 
and therefore the termination of the American countervailing 
duties, the Governor of Antigua pointed out that this was posi- 
tively harmful to producers of muscovado using the old methods, 
as they would now have to compete on equal terms with beet 
sugar in the American market.** The growth of trade with Can- 
ada after 1900 made the problem less immediate, for her 
heavy demand for molasses kept the muscovado industry above 
water for the time being: the new vacuum pan method pro- 
duced more sugar but virtually unsalable molasses and for this 


reason amongst others Barbados, for example, stuck to the 
old processes. 





*®German beet sugar held an important advantage in the British 
market as the freight cost was about 6/- a ton compared with £2 for 
sugar from the West Indies. Demerara sugar, however, brought on 
average £1-2 more per ton in London than beet. 


**R. W. Beachy, “The Period of Prosperity in the British West Indies 
Sugar Industry,’ Caribbean Historical Review, (1951), pp. 80ff. The 
removal of the British duties in 1874, the nature of the American duties, 
the force of beet competition in Europe and the lower freight costs may 
in general be said to account for the switch from the British to the 
American market. 


*® Correspondence relating to the Brussels Convention, Cd.940 of 
1902, p. 37. 
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There were other problems too besides the need for greater 
capital outlay on machinery and of these the scarcity of fuel 
was one of the most serious. Another side of the matter which 
impressed the Royal Commission was that of dealing with the 
surplus labour when sugar cultivation was abandoned for other 
pursuits.”” In any case the unfavourable terms of trade from 
which they suffered during the ‘Great Depression’ made it a 
difficult time for all primary producers but for the periodic 
injections of overseas capital which some of them were fortunate 
enough to receive. From the mid-90’s to 1914 conditions were 
more favourable and many such countries made rapid strides 
forward. Here was the true testing time for the West Indies, 
when development had to be measured against a background of 
general economic progress. 

First of all came the efforts to counter the competition of beet 
sugar. The first Canadian preference to West Indian sugar was 
given in 1898 but was ineffective since, at 18 cents per 100 lbs., 
it was well below the German bounty which was the lowest of 
all the European bounties. In 1900 the preference was raised 
to 24 cents and in 1903 the Brussels Convention brought the 
bounties to an end altogether. The tariff war between Canada 
and Germany naturally made the position of the West Indies 
stronger still. These preferences and the surtax on German 
goods completely altered the Canadian sugar trade. In 1899 
she imported a total of 307m. Ibs. of which under 6m. came 
from the West Indies; in 1911 imports were 586 m. lbs. and 
over 350m. lbs. was West Indian, something like three-quarters 
of the colonies’ total sugar trade.*° On the other hand, in 1895 
the United States gave preferential treatment to sugar from Bra- 
zil, San Domingo, Puerto Rico and Cuba. Yet more favourable 
conditions were given to Cuba in 1903; Hawaii and Puerto Rico 
were annexed in 1898 and 1901 and so their sugar was placed 


2®Land under cocoa required one fifth to one tenth of the labour 
needed for sugar and coffee even less. J. W. Root, op. cit., p. 73. 

30 A measure to allow Canadian refiners to increase their purchases of 
foreign raw sugar, introduced in 1909, markedly reduced the value of the 
preference. Considerable amounts of raw sugar were also sent from 
the West Indies to Britain and re-exported when refined. 
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on a par with that grown within the United States. More impor- 
tant still, all benefited from American capital and enterprise 
and by 1910, with the growth of both cane and beet production 
within the United States too, West Indian sugar had been vir- 
tually eliminated from the American market. The change came 
about most dramatically after the Brussels Convention and the 
granting of preference to Cuban sugar, for in 1904 exports of 
sugar to the United States fell by 2m. cwts. and exports to 
Canada rose by almost exactly the same amount. In the space 
of forty years the sugar trade of the West Indies had therefore 
undergone two complete transformations. 


It had been hoped that the Brussels Agreement would permit 
the West Indies to recover their old position in the British 
market but such expectations completely failed to materialise. 
There was a sharp increase in the proportion of cane sugar 
taken by Britain after 1900 but this was entirely due to a rise of 
imports from Java and Cuba. There is little evidence to show 
that the termination of the bounty system made any substantial 
contribution to the economic well-being of the West Indian col- 
onies. Hopes were raised temporarily but more material devel- 
opments, such as the rise in the import of sugar and rum 
machinery into Barbados from £4,845 in 1902 to over £14,000 
in 1906, were almost certainly due to the more direct benefits 
of the Canadian preference.** At the mercy of external tariff 
policies, starved of capital, the long-standing decline of the 
industry continued. The general rise in the price of sugar over 
these years did little to help, for the terms of trade still con- 
tinued to move against the sugar colonies.** But for Canada’s 
action it is difficult to imagine how complete the disaster would 
have been. 

Nevertheless, a decline of sugar production in the face of 
these problems might not have been altogether undesirable had 
it been possible to intensify the process of diversification of 
activity. In fact in Barbados very little was achieved. Almost 





* Annual Report for Barbados, 1906/07, Cd.3729-8 of 1907, p. 6. 
*?S. B. Saul, ‘The Economic Significance of Constructive Imperialism,’ 
Journal of Economic History, XVII (1957), p. 178. 
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all her trade in sugar and molasses was switched to Canada but 
total exports continued to decline.** Some hopes of alternative 
employment arose when, with the assistance of the Imperial 
Department of Agriculture, the growing of Sea Island cotton 
was revived after 1900; exports to Britain grew to a peak 
of £83,396 in 1907 but by 1913 they were only a quarter of this 
level and fell even lower during the wartime boom in sugar 
which followed, the main problem being its great susceptibility 
to diseases.** Attempts were made by the same department to 
build up a trade in bananas to Britain but the enterprise collapsed 
after three years for want of adequate shipping facilities.*° 
Unfortunately in British Guiana the hopes of improvement 
through an extension of gold mining were not fulfilled. The 
deposits were gradually worked out and exports in 1913 were 
only a half of those of two decades before. The most regrettable 
feature was that the mining activity led to no opening up and 
settlement of the interior. The locations were so spread out 
and so shifting and the country so broken and cut by rivers that 
wheeled communication remained virtually impossible. How- 
ever, in 1901 the first exports of diamonds were made and 


88 After 1904 the proportion of sugar rn decreased as a result 
of a switch to the manufacture of ‘fancy molasses’—treacle and syrups— 
made directly from the juice of the cane and not, like ordinary molasses, 
a by-product of sugar making. 

84 The revival of cotton growing met with most success in the Leeward 
Islands where exports in 1911, at over £100,000, were about one fifth 
of total exports. Cotton from St. Vincent commanded a price as high 
as any in the world. There it was a main crop; in Barbados and St. Kitts 
it was grown in rotation with sugar. 

85 Annual Report for Barbados, 1905/06, Cd.2684-43 of 1907, p. 14. 
The problem arose when the Royal Mail Steam Packet ships began to 
receive so many bananas from Trinidad that those from Barbados had 
to go in the ordinary holds and rotted. Previously less than three per 
cent of the exports had reached Britain in an unsalable condition. See 
W. Fawcett, The Banana, London, 1913, p. 244. The absence of regular 
steamship communications between the islands was a constant problem. 
Royal Mail Steamers called at each island but all cargo, very much to 
its detriment, was shifted into the oceanic steamer in the open roadstead 
at Barbados. H. de R. Walker, The West Indies and the Empire, Lon- 
don, 1901, p. 66. The income from this trans-shipment trade was lost 
anyway when in November 1910 the company ceased to use Bridgetown 
for this purpose and transferred to Trinidad. 
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though no great progress was achieved before the war, imme- 
diately afterwards they became extremely important and in 1922 
exports exceeded £1m. Labour was in fact drawn from the gold 
to the diamond fields and in the early 1920's gold production 
fell to very low levels. More exciting for the future was the 
discovery of bauxite deposits around the turn of the century and 
in 1913 the Northern Aluminum Company of America applied 
for leases of areas containing such deposits.** 


Initially the diversion of sugar exports to the Canadian market 
was most pronounced and 1907/08 87 per cent was sent there, 
but in the following years Britain regained some of her old 
importance. Even so, total sugar exports fell slightly in value 
and even more heavily in volume. In other directions the posi- 
tion was a little brighter. Following the general boom in world 
demand for rubber products, trade in balata gum expanded to 
well over £100,000 in 1913, but more important was the progress 
made in the cultivation of rice, particularly in Essequibo. Odd 
attempts were made to grow rice in British Guiana throughout 
the century but no permanent progress was made until after 
1870. The growth of output remained slow, however, until 
in 1901 a shortage of the Indian crop much enhanced local prices 
and the acreage under rice cultivation jumped up and continued 
to rise quickly for the next seven years.*” In 1895 34m. lbs. of 
rice worth £142,000 were imported from India but by 1913 
imports were negligible and exports stood at more than £100,000. 
The prospects for further development were good too; the flat 
lands of the coastal region were eminently suited to rice growing 
and markets were easily available, since in 1913 the other three 
major colonies imported from all sources 45m. Ibs. of rice at 
a cost of £280,000. Indeed, just before the outbreak of war 
an American company acquired 5,000 acres of Crown lands for 
the cultivation of rice by machinery on a system similar to that 
used in the United States itself. Yet these gains did no more 
than offset the fall in gold exports. Both Barbados and British 


** ‘British Guiana and its Development,’ Bulletin of the Imperial Insti- 
tute, XVI (1918), p. 352. 


**The British Guiana Handbook, 1913, p. 165. 
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Guiana remained essentially sugar colonies and for them the 
loss of the American market spelled out continued economic 
stagnation and the high hopes of the Brussels Agreement little 
more than myths. 

To some extent the same must be said of Jamaica, for the 
trade connections with the United States had previously been 
the main source of strength in her external economy. Sugar 
exports to that country in 1913 were a mere one ton worth £14 
and with Canada and Britain also taking only very small quanti- 
ties, in 1912/13 sugar provided but 4 per cent of all her exports— 
a far cry from the position half a century before. Exports of 
coffee and cocoa were more successful, especially in view of the 
sharp rise in the price of coffee which was enjoyed from 1910 
onwards. Cocoa was in fact inter-cropped with bananas whose 
large leaves provided the necessary shade for the tender cocoa 
seedlings.*® Even better progress was made with fruit. The 
island contained innumerable orange trees growing wild, of no 
particular name or variety, and yet producing oranges of good 
quality, a striking testimony to the suitability of Jamaica for this 
crop. The first exports in the 1870's consisted of these fruits, 
knocked off the trees with sticks and mostly arriving in New 
York, bruised and worthless.*® Better methods of collection were 
introduced and by the late 80’s something like 40m. wild oranges 
were shipped to the United States each year, fetching around 
£50,000. The trade was given a boost by the destruction of the 
Florida crop by the great frost of 1895-1896 and within a short 
time exports jumped to over 100m. and in 1896-1897 averaged 
more than £160,000. Many of the old trees were grafted with 
stocks of the superior Florida fruit,*° but the boom proved ephem- 
eral. By the end of the decade Florida had recaptured the home 


88§. H. Davis, ‘Cocoa Cultivation in the British Tropical Colonies,’ 
Journal of the Royal Society of Arts, LXXII (1924), p. 161. Cocoa 
was growing in Jamaica when it was discovered by the Spaniards but as 
in Trinidad all trees were destroyed in 1727 by hurricane and possibly 
disease too, and Jamaica was much the slower in reintroducing it. The 
quality of cocoa was fine though inferior to that of Trinidad. 

8° U.S. Special Consular Reports, ‘Fruit Culture in Foreign Countries,’ 
Washington, 1897, p. 420. 

“oR. T. Hill, op. cit., p. 210. 
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market, though the subsidisation of a fast line of steamships 
from Bristol in 1901 helped for a time to increase British pur- 
chases at the expense of Italian growers. Unfortunately the 
trade retained its reputation for bad packing and grading. This 
limited the American market, kept them out of Canada and 
gave them a poor name in Covent Garden.** In any case, West 
Indian oranges had to be marketed in Britain at the height of 
the season for Spanish and Palestinian oranges so that the price 
was always low. There was possibly more hope for the devel- 
opment of a trade in grapefruit but again the shipping problem 
was a serious drawback. The shipping companies providing 
direct communication with Britain would not transport citrus 
fruits for the growers but used their monopoly position to insist 
that the growers sell the fruit to them or have to go to the 
expense of shipping to Britain via New York.** But the basic 
strength of the island’s economy was now clearly the banana 
trade to the United States. Total exports of the fruit in 1911- 
1913 averaged about £1.3m., considerably more than a half of 
all exports, and all but £100,000 went to America. 

The general situation in Jamaica therefore had much improved 
just prior to 1914 after a few bad years around 1900 when sugar 
exports were hit by the American tariff changes, the price of 
coffee was low and before the fruit trade had time to make 
good the losses. The island owed much to the influence of the 
United Fruit Company, which both brought much needed capital 
and also overcame the pathetic lack of intelligent entrepreneur- 
ship apparently so typical of the island. Some argued that their 
operations were carried on with a singular disregard for the 
fortunes of the small independent growers and certainly there 
was wide discontent when the company thwarted the attempts 
of Elder, Dempster and Company to obtain regular supplies of 
bananas for their subsidised line to Bristol.** All the same, it 


*1 Royal Commission on Trade Relations between Canada and the West 
Indies, Report, Cd.4991 of 1910, p. 100. By the years just prior to the 
war exports were back to the 40m. of the 80's. 

*S. H. Davis, op. cit., p. 276. 

*3 See S. B. Saul, > cit., p. 180. There is a long history of attempts 

e through shipping subsidies. Jamaica had given 
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is obvious that had it not been for this American enterprise the 
island would have been in a desperate plight. It was therefore 
all the more tragic that in 1912 there first appeared in Jamaica 
the ‘Panama disease’ which was to have disastrous consequences 
for the banana industry there.“* The colony was in fact terribly 
unlucky for a severe hurricane in August 1903 was followed by 
an earthquake in 1907 and yet another hurricane in 1912. 

Only in Trinidad was the progress of exports really marked 
during the two decades to 1914. Naturally the sugar trade 
suffered from the loss of American demand but British and 
Canadian imports of high quality sugar remained satisfactory 
until exports to Canada were markedly reduced by the modifica- 
tions made in the preferences in favour of Canadian refiners in 
1909. Total sugar exports fell steadily as American demand 
faded, from an annual average of 965,000 cwts. in 1891-1895 
to 781,000 in 1909-1913. However, cocoa became more and 
more the island’s most valuable form of activity with exports 
rising from 23.5m. Ibs. in 1896 to 48.1m. lbs., worth £1.4m. in 
1913. Yet it is interesting to note that whereas between 1903 


one to the Atlas Company for steamship communication with New York 
in 1875 though the bulk of her fruit exports in fact went in unsubsidised 
ships. (See Royal Commission on the Revenues, Debts and Liabilities 
of the West Indies, Report, Part 1, C.3840 of 1884, p. 220). Trinidad 
did the same in the 80’s but insufficient fruit was forthcoming, partly 
because of poor internal transport, and the scheme collapsed, whilst the 
Boston Fruit Company offered to run a service to British Guiana in 1890 
for a subsidy of $25,000 and an assurance that enough land would be 
put under bananas to keep up a supply but again nothing came of it. 
Royal Commission on the West Indies, Report, Appendix A, C.8655 
of 1897, p. 89 and Appendix C, Vol. II, C.8657 of 1897, p. 271. 

44 An Economic Survey of the Colonial Empire (1932), Colonial No. 
35, 1934, p. 296. Diseases were not always so unfortunate in their 
consequences, however. The outbreak of rind disease in the West Indies 
in the 1890's led to the disappearance of the Bourbon variety of cane, 
grown there for three hundred years, and cleared the way for better 
ones. See V. P. Timoshenko and B. C. Swerling, The World’s Sugar, 
Stanford, 1957, p. 48. By 1914 in British Guiana, for example, over 
70 per cent of the area under cane was growing new varieties though 
it was not easy to find one which would approach the Bourbon as a 
source of the colony's specialty, the famed ‘Demerara crystals.’ 

*5In 1913 three-quarters of the cultivated area of the island (about 
one quarter of the whole island) was under cocoa. ‘Cocoa Production 
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and 1913 output in Trinidad rose by 50 per cent, on the Gold 
Coast it rose from 5 to 113m. lbs. Trinidad cocoa was of a 
very high quality, second only to the best from Venezuela but 
though African cocoa was of a much lower grade it was to 
prove a great embarrassment to Trinidad before very long. The 
future of the colony was to lie elsewhere; oil for lamps and for 
lubricating purposes was refined from asphalt there as early 
as 1856 and actual drilling began in 1867 but with little success. 
Borings for oil were recommenced soon after 1900 and the first 
exports of crude petroleum were recorded in 1908-1909. By 
1913 they were valued at £75,000 and much of the pioneer 
work had been carried out—storage tanks erected, pipe lines laid 
and the numerous small operators amalgamated into a single 
syndicate. 

Thus although Jamaica and Trinidad made some progress 
after the mid 90's, everywhere the sugar situation remained bad, 
despite the exaggerated claims of the imperialists at home. Brit- 
ain had no cause at all for self congratulation about the part 
she was playing in promoting recovery in the West Indies. Her 
share of their exports continued to dwindle, partly because of 
the new trade relations developed by the colonies with Canada 
and also because exports to the United States were most important 
to the two colonies growing most quickly. 


TABLE IV 
PERCENTAGE SHARES OF EXPORTS OF HOME PRODUCE FROM 
THE WEsT INDIES 1909-1913 


Jamaica Barbados Trinidad British Guiana Total 
UK. 18 12 23 41 25 
US.A. 59 9 37 11 36 
Canada 6 62 12 40 22 


Source: Statistical Abstract for British Possessions. 


The loss of the sugar trade with the United States, the prog- 
ress made by that country in supplying manufactured goods such 
as automobiles and electrical equipment to the colonies, and 


in the British Empire’ Bulletin of the Imperial Institute, XVII (1919), 
p. 60. 
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the wide extension of reciprocal trade relations with Canada 
much altered the islands’ trade patterns by 1913. Now only 
Trinidad had an export surplus with the United States, Jamaica 
was about in balance and the others had trade deficits. Taken 
together they had a small excess of exports to the United States 
but a deficit with Britain which came to £1.4m. in 1913. The 
two ‘sugar colonies’ had a surplus of £800,000 with Canada, 
and Jamaica and Trinidad a surplus of £900,000 with Continental 
Europe, both of these being valuable components of Britain’s 
pattern of multilateral settlements, since she in turn had a 
deficit with Canada and Europe. Except for odd years the 
three island colonies enjoyed an import surplus from 1900 to 
1913 despite their need to make invisible payments for freight, 
interest and trade remittances.** Barbados had the largest sur- 
plus because of the tourist traffic; Europeans and North Amer- 
icans stayed in hotels during the winter whilst visitors from 
South America — especially Brazil— rented houses near the 
beaches for quite prolonged stays.‘7 With the sugar trade so 
depressed too, profit remittances were small. In Jamaica con- 
siderable efforts were made to stimulate tourist traffic by steam- 
ship companies and the colonial government itself running 
hotels.“ For both Jamaica and Trinidad the import surplus 
certainly owed much to new investment in the fruit and oil 


*6 According to Paish, interest payments on West Indies government 
stock held in London came to £154,000 in 1908. Sir George Paish, 
‘Great Britain’s Capital Investments in Other Lands,’ Journal of the 
Royal Statistical Society, LXXII (1909), p. 468. At the turn of the 
century the Jamaican government was remitting over £200,000 a year 
for debt charges, shipping and telegraph subsidies. Annual Report for 
Jamaica, 1901/02, Cd.708-43 of 1902. 

47 Root suggested (op. cit., p. 24) that in the late 90’s Barbados 
earned each year £50,000 from troops stationed there and £20,000 from 
tourists. By 1912 this must have been much larger since in that year 
there were 2,740 tourists and many more first class passengers calling at 
the island. Annual Report for Barbados, 1912/13, Cd.7050-20 of 1913. 
The building of the Panama Canal —— much employment at this 
time too. In 1909 20,000 natives from Barbados were working there 
and remitted or brought back over £80,000. Amnual Report for Bar- 
bados, 1909/10, Cd.4964-34 of 1910, p. 17. 

*8 Annual Report for Jamaica, 1906/07, Cd.3729-14 of 1907, p. 17. 
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industries. British Guiana however, had to run an export surplus 


which in some years—presumably when new investment was 
slight—was as high as £500,000. 


IV 


Undoubtedly the condition of the world economy from 1900 
to 1913 was favourable for primary producers and to some extent 
the West Indies shared in the benefits—in fruit, oil and cocoa 
for example—but even so sugar remained the key to their prob- 
lems. In 1914 its predominance in the whole area remained 
most pronounced and wartime experience was to bring it even 
more to the fore again.** For some countries in the pre-war 
years cane sugar production was profitable without the aid of 
specially favoured markets—in Java for example—and although 
this is not the place to examine why the same was not true of 
the West Indies, it is certainly clear that not enough was accom- 
plished in the way of reorganisation of production and new 
investment.” The first central sugar factories in the West Indies 
had been set up in Trinidad and St. Lucia in 1871-1872 and, 
using the vacuum pan process, managed to reduce production 
costs substantially during the next twenty-five years. The Royal 
Commission of 1897 doubted if new machinery would greatly 
improve output in British Guiana or Trinidad where the new 
process was already well advanced but pointed to the lack of 
a single central factory in Barbados and admitted that with the 
existing number of plantations such an enterprise was unlikely 
to be undertaken without help. The Commission shied away 
from suggesting that a government controlled factory should be 
established, though it thought that more might be done by im- 


““In 1909 the share of sugar products in exports of home produce 
was 14 per cent for Jamaica, 86 per cent for Barbados and 73 per cent 
for British Guiana. In 1920 the figures were 49 per cent, 99 per cent 
and 83 per cent respectively. Even in Trinidad where oil output expanded 
quickly, sugar provided 37 per cent of net exports in 1920 compared 
with 36 per cent in 1909. 

*° In British Guiana in 1903 the average yield of sugar per acre was 
only 1.65 tons compared with 4-5 tons in Hawaii. Jamaican cane was 
of particularly low quality and yielded little more than one ton. J. A. R. 
Newlands, Sugar, London, 1909, chapter 23. 
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proving transport facilities generally. In British Guiana the 
authorities did in fact come forward to help build a rice mill 
in Georgetown in the late 90’s. But generally the action of the 
imperial government was remarkably uninspired. Twice the 
Barbados legislature passed acts allowing a loan to be raised 
for central factories but the Colonial Office stopped them by 
insisting on a first lien on the estates which the mortgages would 
not allow. The Royal Commission of 1897 severely criticized 
this action and suggested an imperial government loan for central 
factories but Parliament only guaranteed the interest on a 3 per 
cent loan which was in fact not sufficient inducement for the 
money to be raised at that time.** True, grants-in-aid were 
made but they were accompanied by petty and most unfortunate 
cuts in expenditure; in the Leewards, for example, education 
grants were cut by 25 per cent, steamer services, hospitals, tele- 
graph services were all reduced. In 1899 as a result of a promise 
made to the House of Commons when Jamaica received advances 
under the Colonial Loans Act of that year, the elected members 
of the legislative council were placed in a minority. Whatever 
the value of a policy of non-intervention in trade and financial 
matters, its shortcomings are here very apparent. The problem 
of inducing capital to move to an area suffering from depression 
in its major productive activity was not overcome. ‘The industry 
has no credit and capital is not forthcoming’ commented the 
Royal Commission of 1897 on the sugar industry in Barbados.” 
Chamberlain realised that something might be done to attract 
private investment if the government by its loans could create 


51H. C. Geerligs, op. cit., p. 209. The case for a central factory in 
Barbados was made most strongly in the annual report for 1899, (Cd.354 
of 1900, pp. 31/32) where the solution suggested was a government 
factory operating on a normal profit basis. 

52H. de R. Walker, op. cit., p. 22. 

58 Report, C.8655 of 1897, paras 90-94. In 1902 the crisis in Barbados 
became so acute that there was danger of many estates going out of 
cultivation as merchants felt unable to make further advances. Joseph 
Chamberlain was asked for a government loan of £275,000 but gave 
only £80,000 which the annual report for 1902/03 brutally described 
as ‘quite inadequate.’ (Cd.1768-3 of 1904, p. 27). A further £200,000 
was raised from the Colonial Bank on the security of the Imperial grant 
and the colony’s revenues. 
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the basic public utilities but it is significant that much investment 
in these fields came from the United States and Canada. Elec- 
tricity was supplied to British Guiana, Trinidad and Jamaica by 
Canadian companies. The Trinidad telephone service was Ca- 
nadian too and the Barbados street railways, American. The 
pitch lake in Trinidad was leased to a subsidiary of the General 
Asphalt Company of the United States and bauxite in British 
Guiana was pioneered by an American company. British invest- 
ment was restricted mainly to government bonds, the Colonial 
Bank and to shares in some small land development companies.™* 
The main investor was of course the United Fruit Company 
whose holdings in Jamaica at the outbreak of war were valued 
at $3.4m.°° There were many who suggested that intervention 
in the banking system might have brought useful results, for 
the Colonial Bank, the only bank of any size, was very unwilling 
to make advances on land or crops and generally would have 
little to do with the sugar industry.** On strict financial grounds 
this was probably justifiable but it was hardly an enlightened 
approach to the needs of a prolonged economic crisis. 

Those who claimed and still claim considerable success for 
British policy in the West Indies before 1914 are clearly mistaken. 
Two could play at manipulating tariffs and preferences as we 
have seen and, whilst policies to stimulate research and the like 
had great value, they could hardly be said to reach to the 
roots of the problem. The colonies had little to thank Britain 
for and Britain’s own export trades were deprived of those 


fruits of economic progress which were gathered so plentifully 
elsewhere. 


55 [bid., p. 459. 

°° Partly to overcome this difficulty in 1905 People’s Co-operative 
Banks were established for the first time in Jamaica. See ‘Credit Facili- 
ties for Small Farmers,’ Caribbean Economic Review, Vol. Il, No. 2 
(1950), p. 107. 

** See generally, U.S. Department of Commerce, ‘Investments in Latin 


America and the British West Indies,’ Washington, 1918, Special Agents 
Series No. 169. 











Organized Business in Mexico 


By Frank R. Brandenburg* 


The general setting for Latin American politics eludes Mexican 
political life. Historical perspective would accent features of 
colonial and nineteenth century Mexico: an authoritarian inheri- 
tance, a penchant for violence, lack of enlightened leadership, 
personalism, clericalism, illiteracy, an inexperienced electorate, 
and militarism. But the peculiarities of present Mexican political 
culture—products of one of the few truly national socioeconomic 
revolutions of Western Civilization, the Mexican Revolution— 
are as much a reaction against these historical features as a 
result of the impact of new forces. Industrialization, the nature 
of foreign investments, education, urbanization, universal adult 
suffrage, the emergence of a professional civil service, and polit- 
ical confidence are some of the new forces of the evolutionary 
progression responsible for overturning the Mexican past and 
Mexican passivity. 

Institutionalization of Interest Groups 

The new Mexico draws its inspiration from the still unfolding 
Revolution that was initiated in 1910. Since then Mexico has 
witnessed a decade of civil war, expropriation of large land hold- 
ings, a ruthless anti-clerical policy by the government, expropria- 
tion of foreign-owned oil properties and railroads and _ their 
subsequent nationalization, and the removal of the military from 
effective interference in political councils. The last twenty years 


* Professor, Facultad de Comercio y Administraci6n, UNAM. Dr. Bran- 
denburg previously served on the faculty of the Wharton School of 
Finance and Commerce and of Michigan State University. The author 
expresses his appreciation of aid from the Social Science Research Council, 
Doherty Foundation and Penfield Committee. 
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has witnessed the consolidation of these “victories” into what 
many Mexicans call an institutionalization of Revolutionary ad- 
vances, or, restated, the appearance of an organized and expres- 
sive medium for each and every social and economic interest 
buttressed by the Revolutionary Constitution of 1917 and the 
ideological and material “conquests” realized since 1910. Mex- 
ican political culture can therefore no longer be circumscribed 
by traditional Latin American concepts and practices, but rather, 
more properly understood, with the several discontinuous seg- 
ments of culture excepted, in terms of the bombardment of 
tradition and the emergence of a new political society unique in 
both Latin America and world concepts. 

What distinguishes the Mexican political system from that 
of other Latin American nations is not outwardly manifested in 
formal governmental structure. The stereotyped traditional char- 
acterization of “predominantly one-party system, strong president, 
and subservient legislature” still holds true in present-day Mex- 
ico. But even though form continues, the substance of Mexican 
political culture and of Mexican social and economic institutions 
has in the last decades felt the impact of such revolutionary 
changes that a new substance rather than traditional forms con- 
stitutes the major determinant of political life. To study the 
Mexican political system by classifying it as one party and then 
proceed to point out how it differs from two-party and mulkti- 
party systems is therefore unproductive of any meaningful insight 
into the actual functioning of the Mexican political system and 
the degree of representative government emerging from these 
confines. Similarly, a ‘‘strong president” and “subservient legis- 
lature” are merely indicators of comparative government that by 
themselves tell us nothing about social structure, representative 
decision-making, and political culture. 

A more systematic and fruitful conception of present-day 
Mexican political processes as a whole would not exclude the 
party system and forms of executive and legislative organization 
but simply place these institutions in their complex interrelation 
with interest groups and public opinion. That is to say, exam- 
ination can reveal the dynamics of Mexican political processes 
only through abandoning traditional methodologies and adopting 
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an approach that focuses on organized interests, public opinion, 
and socio-political life as a whole. The results desired as well 
as the very changes that have transformed traditional political 
patterns require such a departure. 

Recent observers of the Mexican political scene have praised 
Mexican “democracy.'* In attempting to justify the many out- 
ward manifestations of democracy—freedom of speech, press, and 
religion; impartial judiciaries; and representative government— 
political scientists in particular have selected the official political 
party as the prime mover of this accomplishment.t Nothing 
could be further from Mexican realities despite the self-deter- 
mination of groups adhering to the Institutionalized Revolution- 
ary Party and within the party’s decision-making processes. These 
same groups by no means bespeak of Mexican society as a whole. 
Membershipwise, the official party excludes financial, commercial, 
industrial, and large agricultural interests: the very groups whose 
interests have been most enhanced during the post-war years. 
If party government actually prevailed in Mexico, these interests 
forming the official party—organized labor unions, communal 


— 


agricultural labor unions, and the so-called middle classes— | 


would surely have given credence to a society overwhelmingly 
adverse to private enterprise. Inasmuch as such a society has not 


taken form, it seems that the official party is not the key element ’ 


in democratic Mexico. Instead, what can explain Mexican strides 
toward representative government, if any ready explanation is 
possible, is the institutionalization of interest groups whether 
inside or outside the official party. 

Several general observations on interest groups and Mexican 
political processes may bridge the gap between the past and 
the group-by-group analysis of trade federations that follows 
shortly. First of all, there is a high degree of formal group 
organization which embraces every major social, economic, and 
cultural interest. This interest group structure centers in urban 
areas although in varying degree spreads across virtually the 


1 For example, see William Tucker, The Mexican Government Today, 
Minneapolis, University of Minnesota Press, 1957, and L. Vincent Padg- 
ett, “Mexico’s One-Party System: A Re-Evaluation,” The American 
Political Science Review, Vol. LI, No. 4, December 1957, pp. 995-1008. 
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entire nation. Second, the institutionalization of interest groups 
was primarily conceived and promoted by governmental initia- 
tive. Originating thus from centralized bureaucratic direction 
which underscored political action and governmental relation- 
ships, interest groups still permit a relatively low degree of 
membership participation in their decision-making, although even 
this condition is giving way in many groups to broader, more 
representative participation. Finally, despite the emphasis on 
government leadership the interest group structure in Mexican 
society permits of several meaningful and effective media through 
which every group finds access to governmental agencies, Groups 
of relatively numerous memberships, such as industrial and agri- 
cultural laborers, find representation in the official political party 
which acts as their intermediary before the bureaucracy. Other 
interests possess officially recognized (or tacitly accepted as such) 
organizations which in turn speak on their behalf before govern- 
ment or party, or both. A few interests, though possessing 
unusual organizational strength, choose to reach the bureaucracy 
through sources other than group spokesmen because of the 
very nature of legal forms and poiltical processes in Mexico. 
Perhaps most important of all, every significant interest possesses 
institutional machinery to advance its peculiar demands before 
Mexican governmental dependencies and within the greater 
context of Mexican society. 


The Setting for Trade Associations 
and Other Business Groups 


Institutionalization of the Mexican Revolution did not fail 
to circumscribe and regulate by law trade associations and other 
business groups. In 1936 and again in 1941 officially enacted 
Laws Affecting Chambers of Commerce and of Industry made 
obligatory the creation of semi-official commercial and industrial 
associations and the affiliation thereto of every industrial and 
commercial firm capitalized at 500 pesos ($40.00 U. S. currency ) 
or more. The purpose of these chambers, according to law, is 
to resolve the special problems concerning business interests, to 
encourage the development of business in general and the sev- 
eral branches thereof in particular, and to institutionalize the 
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interrelations of business and government. An earlier statute, 
the Federal Labor Code of 1931, recognized the legitimacy of 
employer associations, whether local, regional, or national. Of 
importance to Mexican political processes is the emphatic selec- 
tion of semi-official institutions as the media through which 
individual businessmen should conduct affairs affecting the whole 
branch of industry or commerce to which they correspond rather 
than through direct individual contact with government agencies. 

Goveernment’s important role should not, however, obscure 
other forces contributing to trade associations and other business 
group development. Urbanization and industrialization, for ex- 
ample, are both causes and effects of the growth of Mexican 
trade associations. While population concentration facilitates 
Organization and business expansion finds utility in group action, 
trade associations defending and promoting local industry and 
commerce encourage population shifts from countryside to vil- 
lage, village to town, town to city. Specialization and technology 
have contributed to the formation of many associations encom- 
passing only a specialized interest. Accelerated developments 
in foreign commerce have encouraged the creation of chambers 
of commerce representing foreign interests. Finally, and per- 
haps most important of all, businessmen are tossing aside their 
traditional pessimism toward Mexican economic potentialities 
in favor of investing their capital in Mexico, in things of both 
Mexican and foreign origin. 

The last year for which statistics are available on the number 
of employers and self-employed is 1950. In a total population 
of 25,791,017, the number of employers and self-employed, ex- 
cluding those so engaged in agriculture, fishing and hunting, 
totalled 931,055.” Within this total, however, only 78,868, or 
less than 8.5% of all employers and self-employed derived 
incomes of 10,000 pesos or more, while an additional 135,452 


2 An additional 187,798 “workers and employees” also had outside 
income from capital, property, or both. However, the amount ad person 
was low enough to preclude their inclusion in a list of employers and 
industrialists. Statistics are from Secretaria de Economia, Direccién 
General de Estadistica, Anuario Estadistico de los Estados Unidos Mexi- 
canos, 1954, México, Talleres Graficos de la Nacién, 1956, pp. 41-43. 
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derived incomes of from 5,000 pesos up to 10,000 pesos. The 
statistics for each income bracket are as follows: 


ANNUAL INCOME NUMBER OF PERSONS 
Less than 5,000 pesos 852,187 
5,000-9,999 pesos 135,452 
10,000-24,999 pesos 61,490 
25,000-49,999 pesos 12,139 
50,000-99,999 pesos 3,739 
100,000-249,999 pesos 1,240 
250,000-or more pesos 264 


Transposed into estimates for 1958,° the present population 
of 32 million inhabitants would include 1,164,800 employers 
and self-employed, or approximately 3.64% of the national popu- 
lation. Broken down into income brackets, an estimated 98,659 
employers and self-employed had 1957 incomes of 10,000 pesos 
or more, while an estimated 168,080 had 1957 incomes of from 
5,000 pesos up to 10,000 pesos. Thus, an estimated 266,739 
employers and self-employed, or about .8% of the nation’s 
population, had incomes of $400.00 or above in terms of U.S. 
currency. These calculations provide at best simply a general 
picture of the numerical strength of individuals who qualify 
for membership in trade associations and other business groups. 


Semi-Official Trade Federations 

Every industrial and commercial firm with capitalization ex- 
ceeding 500 pesos must belong by law to either a national 
industrial chamber or a national commercial chamber. The cor- 
responding national confederations into which the several indus- 
trial chambers and local chambers of commerce must affiliate 
are denominated respectively Confederation of Industrial Cham- 
bers of Mexico (Confederacién de Camaras Industriales de los 
Estados Unidos Mexicanos, or CONCAMIN) and Confederation 





* Total population estimate is based on statistics of Direccién General 
de Estadistica. Other estimates are calculations of the author based on 
1950 ratios of employed and self-employed to total population (.0364), 
of employed and self-employed (.0847), and of employed and self- 
employed with incomes of from 5,000 pesos up to 10,000 pesos to total 
employed and self-employed (.1443). 
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of National Chambers of Commerce (Confederacién de Camaras 
Nacionales de Comercio, op CONCANACO). The CONCAMIN 
and CONCANACO together represent all business, trade, and 
commercial enterprises of financial significance in Mexico. They 
are the only legally recognized institutions for representing the 
collective interests of Mexican commerce and industry before 
federal and state governmental agencies. Inasmuch as member- 
ship inscription carries with it an annual fee or, as it is deemed 
officially and in effect regarded as such, annual tax, the two 
national confederations are financially solvent. Failure to in- 
scribe and pay annual dues is subject to tax evasion processes of 
the state; court action constitutes the sole recourse of business- 
men who choose to remain outside the chambers to which their 
business activities correspond. Finally, to complete the listing 
of semi-official trade associations functioning in Mexico some 
attention should be paid the National Cooperative Confederation 
(Confederacién Nacional Cooperativa de la Republica Mexicana, 
or CONACO), which, though oriented toward different and 
more specific ends, nevertheless is a trade association bearing 
an official stamp. 

CONFEDERATION OF INDUSTRIAL CHAMBERS OF 
MEXICO. The development of CONCAMIN parallels Mexican 
industrial growth. Founded in 1917, the industrialist group 
grew independent of government until 1937 when President 
Cardenas combined it with the Confederation of Chambers of 
Commerce into one large trade association. Since then, the 
industrial confederation has had its juridical basis changed only 
twice—in 1941, which returned its independent status, and in 
1950—both times to gear its interrelations with government 
more closely with changes in the Mexican economy. Member- 
ship in CONCAMIN, limited to chambers of industry constituted 
with the authorization of the Ministry of Economy, has steadily 
grown to embrace fifty-one chambers and an additional five 
industrial associations which use the services offered by CON- 
CAMIN but share in neither the rights nor obligations of mem- 
ber chambers. Activities, financial strength, and bargaining 
position before the government have all witnessed an uneven, 
but steady growth. 
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The nature and purposes of CONCAMIN determines in large 
measure its stature and activities. To begin with, its semi-official 
character and obligatory membership basis elevates its bargain- 
ing position before government and private agencies. The 
collective weight of virtually all Mexican industry comes to 
bear whenever CONCAMIN exercises its representative function. 
But its obligatory membership base also alienates some indus- 
trialists who believe that a specific industry may accomplish more 
outside the CONCAMIN or at least outside the individual Cham- 
ber of Industry into which they have been grouped. Second, 
the monopoly by CONCAMIN over individual industrialists and 
groups of industries gives a decided nationalistic bent to its activi- 
ties, an aspect not always appreciated by foreigners engaged in 
Mexican industrial life. Several chambers affiliated to the CON- 
CAMIN, such as the Chamber of Transformation Industries, are 
so noteworthy for their anti-foreign, nationalistic orientation that 
chambers less chauvinistic express disgust as well as cast their 
votes against such groups. Third, inasmuch as the amount of 
financial contribution to CONCAMIN (pro-rated at fifteen per- 
cent of the income of each affiliated chamber) determines the 
voting strength of a respective chamber within CONCAMIN 
general assemblies, relatively larger and more economically sig- 
nificant Mexican industries may find themselves possessing less 
votes than chambers with a large membership or those levying 
heavy dues. In the general assembly of CONCAMIN appor- 
tionment per affiliated chamber varies from one to fifteen votes 
scheduled on a sliding scale beginning with a minimum contti- 
bution of 1,500 pesos (U.S. $120.00) and working up to fifteen 


votes for chambers giving more than 55,000 pesos (U.S. 
$4,400.00) annually. 


The purposes of CONCAMIN parallel those of industrial 
trade federations in the United States, but go further in the realm 
of governmental affairs than an organization such as the NAM. 
To develop and promote the industrialization of Mexico through 
all possible media and to act as arbitrator in conflicts between 
member chambers or between industrialists of different chambers 
give CONCAMIN purposes also held by the NAM. As an 
interest group CONCAMIN also seeks to maintain good rela- 
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tions with federal and local authorities as well as to collaborate 
with government for the resolution of problems affecting indus- 
try. The government on its part depends on CONCAMIN for 
the view of Mexican private industry on many subjects, including 
legislation, administrative regulations, and state operated indus- 
tries. This dependence is frequently one of form rather than 
substance, but all proposed legislation that will affect industry 
is submitted to CONCAMIN and to the individual chambers 
concerned. In seeking changes in existing laws or the passage 
of new measures CONCAMIN enjoys the right of petition, 
which in some cases has witnessed the drawing up of measures 
which later became the law of the land. Its power in this respect 
is not always respected by affiliated chambers that constitute 
minorities in the Confederation. 

The fifty-one chambers of industry forming the CONCAMIN 
correspond to special branches of industrial production. The 
Ministry of Economy determines to which chamber an industrial 
“plant” should belong. No chamber may be constituted by 
industrialists of different branches of industry; in fact, no cham- 
ber may even be constituted without the previous concurrence 
of the Ministry of Economy. Whenever industrialists are not 
lumped into a chamber of industry, they must join the CON- 
CANACO, the other large national confederation previously 
mentioned and discussed subsequently. The minimum number 
of industrialists, that is to say, separate industrial firms, required 
to form a chamber of industry is twenty. This requisite has broad- 
ened the inclusiveness of some chambers, for example, that cor- 
responding to the nascent iron and steel industry. 

The internal decision-making patterns of the CONCAMIN 
may be broadly labelled “democratic.” Three major organs 
direct the CONCAMIN. A general assembly which meets at 
least once a year and whenever else the Ministry of Economy 
or CONCAMIN’S directive council convokes a special session 
is composed of delegates from each of the fifty-one member 
chambers. Voting in the assembly is pro-rated, as previously 
mentioned, on financial contribution to CONCAMIN. This pro- 
cedure irritates the smaller chambers which cast one or a few 
votes, but inasmuch as dues are a matter determind by each 
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chamber independently the complaint may be alleviated by the 
chambers themselves simply through increasing their own finan- 
cial responsibility. A directive council, composed of one council 
member from each affiliated industrial chamber, and a nine- 
member executive commission, composed of five members of 
the directive council plus CONCAMIN’s president, two vice 
presidents, and treasurer, are the executive organs of the CON- 
CAMIN. The close interrelation of trade association and gov- 
ernment is reflected in the provision that a representative of 
the Ministry of Economy may attend, with voice but no vote, all 
executive organ meetings. All members of the executive com- 
mission belong to different industrial chambers and at least three 
commission members represent chambers that possess only three 
or less votes in the assembly. A holdover of anti-foreign sen- 
timent rampant at the time the CONCAMIN was first established 
is witnessed in the requirement that eighty percent of the directive 
council membership ought to be Mexican by birth. 

The “democratic” label pinned on decision-making processes 
of CONCAMIN as a whole generally holds true to the fifty-one 
afiliated chambers. Similar to its parent organization, the indi- 
vidual industrial chambers possess a general assembly and one 
or more executive organs. Assembly voting is pro-rated accord- 
ing to the financial contribution of an industrial firm, calculated 
on the basis of an annual fee plus monthly dues, both of which 
are fixed by the capitalization of a member firm’s business. 
Perhaps the most controversial aspect of internal decision-making 
is policy directed at one or another foreign nation. For example, 
the Chamber of Transformation Industries, an industrial cham- 
ber with a membership of 15,000 companies, carries such a 
decidedly anti-United States bias that at times member firms 
which are subsidiaries of American companies find their partici- 
pation embarrassing if not downright antagonistic. For this 
feason as well as a desire to acquire more direct representation 
the seventy-odd chemical firms affiliated to the Chamber of Trans- 
formation Industries have petitioned the Ministry of Economy 
for approval in setting up a new Chamber of Chemical Industries. 

Activities in which the several industrial chambers participate 
are gauged to the Mexican political and economic climate. 
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Efforts to obtain government subsidies, reductions in export tar- 
iffs, and changes in import tariff schedules favorable to the 
respective chamber underscore chamber-government relations. 
Attempts at elevating official prices established by the govern- 
ment for one and another product also constitute a running 
battle. Sometimes the individual chamber calls upon the whole 
CONCAMIN to assist it in these efforts; ordinarily when the 
interests of an individual chamber conflict with those of other 
industrial chambers, the individual chamber chooses to go for- 
ward alone in its quest for government concessions. On its 
part the executive branch of the Mexican government, which is 
responsible for the initiation of legislation, consults with all 
chambers that may be affected by changes in the law before 
sending a bill to the Mexican Congress. Another activity of 
many chambers is that of inviting technicians from abroad to 
improve professional and occupational standards of member 
industrial firms. This procedure frequently involves the Indus- 
trial Center of Productivity, an offspring of the International 
Cooperation Administration. Still another activity is that of 
organizing and participating in conferences and similar meet- 
ings. In this respect, each chamber holds its own annual assembly 
in addition to participating in sessions of CONCAMIN. Finally, 
the public relations concept that most industrial chambers hold 
of themselves is transmitted to the general public by newspaper 
ads, radio, and TV announcements, sponsorship of civic and 
sports events, and the publication of books and pamphlets. 

Nowhere in the formal organization and operation of the 
chambers is there room or need for soliciting funds to support 
political parties or individual candidates. The generally satis- 
factory results that obtain from direct negotiation with public 
officials make unnecessary expenditures to influence elections. 
But more important, willingness to abstain as a group from 
interference in political party proceedings and elections consti- 
tutes in itself a powerful reason for making the CONCAMIN 
an effective mechanism for the articulation of its own political 
demands. 

CONFEDERATION OF NATIONAL CHAMBERS OF 
COMMERCE. When the dust kicked up by Zapata, Pancho 
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Villa, Carranza and other military leaders of the Mexican Revo- 
lution had settled in 1917, both government and business wel- 
comed the appearance of a truly national trade federation. 
Antecedents for giving realization to this expectation were 
found in the several local, regional, and national trade and com- 
mercial associations that had functioned sporadically during the 
nineteenth and early twentieth century. Thus the invitation that 
emerged in 1917 from the deliberations of a National Congress 
of Merchants to all existing chambers of commerce to assemble 
in Mexico City that same year for purposes of establishing a 
national trade federation was supported heartily by the Mexican 
government. Representatives of thirty-six chambers of commerce 
accepted the invitation and subsequently signed the constitution 
which would regulate affairs of their new “Confederation of 
Chambers of Commerce of Mexico.” 


During its four decades of life the CONCANACO has en- 
gaged in many activities that contribute substantially to Mexican 
industrial and commercial development. The sponsorship of 
conferences—on corporate taxation, tariffs, subsidies, price con- 
trol, quality control of products, communications, petroleum and 
foreign investments—led to government reforms. Officers of 
CONCANACO travelled abroad in Europe, Canada, the United 
States, and Latin America, to study business operations and to 
enhance the foreign trade of Mexico. Regularized meetings were 
established between representatives of CONCANACO and busi- 
nessmen of the United States, Canada, Guatemala, and Southern 
California. During much of this time the Confederation es- 
poused free enterprise and the non-intervention of government 
in commercial affairs. In the realm of publications, the Con- 
federation began in 1923 publishing a “Bulletin,” which was 
superceded in 1926 by a “Commercial Herald,” and this in turn, 
since 1934, by a “Weekly Letter.” The CONCANACO also 
publishes a monthly trade journal “Mexican Commerce,” tens 
of pamphlets and, from time to time, trade and industrial 
directories. 

The relative strength and importance in Mexican society of 
CONCANACO is witnessed in its membership, financial posi- 
tion, and professional staff. Membership is limited to local 
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“national chambers of commerce,” which have grown from the 
thirty-six charter members to 95 chambers ten years later, to 167 
and 206 chambers in 1937 and 1947 respectively, and ultimately 
to 254 chambers in 1957. Inasmuch as the legal minimum re- 
quirement for each national chamber is fifty merchants, the 
CONCANACO has powerful spokesmen in virtually every im- 
portant community in Mexico. Membership in the Mexico City 
chapter alone accounts for 12,500 businesses. Two classes of 
national chambers belong to the CONCANACO: merchants 
with businesses capitalized at 5,000 pesos or more belong to 
“regular” chambers, while those with a capitalization of 500 
pesos up to 5,000 pesos belong to national chambers of small 
commerce. Of the total number of chambers affiliated to the 
CONCANACO in 1957, only twenty-six were chambers of 
small commerce. 

CONCANACO’S sound financial position supports a depend- 
able professional staff. The 1957 budget revealed an income 
of about U.S. $100,000.00 which indicates that the total income 
of all member chambers of commerce exceeded three-fifths of a 
million dollars. This amount of income underwrites financial 
independence from government as well as competent adminis- 
trative services. The latter makes available free legal counsel, 
tax consultation, advice on commercial matters, and acquisition 
of import and export permits. Lawyers, accountants, and econ- 
omists head the various staff divisions of CONCANACO. All 
this elevates the administrative staff of the Confederation to a 
relatively high position in comparison to staffs of private business 
organizations, government agencies, and other organized inter- 
est groups. 

Internal decision-making patterns, like those of its sister group, 
CONCAMIN, can be considered ‘‘democratic.” The popular 
organ of CONCANACO is its General Assembly, which annually 
selects a Directive Council. The latter in turn names an Executive 
Committee to supervise day-by-day affairs. Nine standing com- 
mittees of three members each serve as consultative organs to 
the Directive Council on matters of national commerce, inter- 
national trade and relations, agriculture, labor and social welfare, 

small commerce, tourist trade, and transportation, credit, insut- 
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ance and finance, small business, and public relations and promo- 
tion. Broad policy directives adopted by the General Assembly 
are implemented by Council and Committee alike, while the nine 
consultative organs not only contribute expert advice to the 


Council and Committee but also function as a feedback mech- 
anism to the Assembly. 


Justification of CONCANACO as a positive force in Mexican 
political society can be gleaned from a recent full-page adver- 
tisement placed in Mexico City’s leading daily newspaper. The 
Chamber of Commerce in the nation’s capital appealed to the 
general public and Mexican government alike for fulfillment 
in the next years of an eight-point program. (1) Reestablishment 
of free enterprise. Attention was called to the inspirational 
example set by Western Geormany. (2) Limitation of govern- 
mental activities in the realm of business. The Chamber sug- 
gested that government cease creating independent decentralized 
agencies in competition with private business and that the major- 
ity of such dependencies now operating should be abolished. 
(3) Abolition of uneconomical industries that exist only by virtue 
of government subsidies. (4) Enactment of a more equitable 
tax system. On this point the Chamber emphasized the urgency 
of removing many taxes placed on exports. (5) Development 
of a credit system in which the State ceases to intervene in the 
capacity of receptor of private credit. (6) Improvement of trans- 
portation media. (7) Enhancement of tourist trade. Better 
transportation facilities, customs offices, and police stations should 
assist in reducing exploitation of tourists. (8) Establishment of 
true social justice. Such a declaration of policy seems to indicate 
that organized business guards its own interests but at the same 
time serves to check government in some of its more controversial 
activities. 

The CONCANACO definitely prefers a direct group-govern- 
ment interrelation to that of clearing first through political par- 
ties. Two reasons explain this preference. First of all, the 
Mexican political process accords CONCANACO an unusually 
preferred position among business groups. It is the only trade 
federation representing merchants to which all merchants (with 
businesses capitalized at U.S. $40.00 or more) must join, con- 
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tribute financially, and channel their demands for changes in 
legislation and administrative regulations. The tremendous strides 
forward in building Mexican commerce is evidence of this satis- 
factory interrelation, for by and large organized business has 
achieved its goals without participation in political parties. 
Second, the official party still has its membership doors closed 
to all but the laboring and middle classes. In the fall of 1957 
a ‘‘National Unification Center” integrated by members of CON- 
CANACO proposed that an industrial-commercial sector be 
added to official party organization. No response was forth- 
coming from the party or its candidates. Of course individual 
businessmen contribute to the official party as well as to opposi- 
tion parties, but their motives hardly bespeak of business interests 
in general. Without participation in political parties, business 
in Mexico possesses ample institutional means for reaching the 
bureaucracy, for upholding its values, and for achieving its goals. 

NATIONAL CONFEDERATION OF COOPERATIVES. AI- 
though the cooperative movement in Mexico probably dates back 
to communal agricultural patterns of pre-Colombian times, the 
many organized cooperatives of Western design are definitely 
of twentieth century origin. To advance the interests of the more 
than 2,000 cooperatives in Mexico, representing them before 
government and society, is the raison d’etre of the National Co- 
operatives Confederation (Confederacién Nacional Cooperative 
de la Republica Mexicana). The bargaining power of the Con- 
federation is exclusive among cooperatives in that under Mexican 
law all cooperatives must join the Confederation, contribute to 
it financially, and work through it to obtain statutory changes 
in legislation affecting cooperatives. 

Mexican law authorizes the operation of four types of coopera- 
tives: consumer, producer, official intervention, and state par- 
ticipation. The first two refer to societies primarily interested 
in buying and selling goods through communal organization. 
Most consumer cooperatives sell food, clothing, or implements 
to participating members. The major sectors of the Mexican 
economy entered by producer cooperatives are transportation, 
mining, fishing, industry, agriculture, and forestry. Cooperatives 
of official intervention include those societies operating public 
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utilities with the permission of the government concerned; state 
participation cooperatives are those societies, whether consumer, 
producer, or both, public utility or not, in which the government 
participates as a partner. Both exploit properties of federal, 
state or municipal government, such as forests and parks, while 
a representative of the National Bank of Cooperatives Develop- 
ment shares in the administration of most state participation 
cooperatives granted the use of federal properties. 


Inasmuch as ninety-percent of the cooperatives seek limited 
commercial ends and as an equal percent of their perhaps 250,000 
membership is comprised of the laboring classes, there is less 
justification for their inclusion among a list of business groups 
than among one of labor unions. Moreover, unlike the CON- 
CAMIN and CONCANACO, the National Confederation of 
Cooperatives is formally affiliated to the official political party 
and dominates one of the ten branches of the party’s powerful 
Popular Sector. This affiliation has tended to divert the coopera- 
tive’s leadership into preoccupation with electoral contests and 
the quest for legislative and executive government offices. Re- 
sults indicate that business groups affiliated to the official party 
and seeking their demands through direct contact with the gov- 
ernment-financed National Bank of Cooperative Development in 
responding to the pleas of cooperatives for credit and finance 
has become more popular than the Confederation itself. 


Private National Trade and Commercial Groups 


BANKER’S ASSOCIATION. Perhaps the most respected pri- 
vate business group in Mexico is the Banker’s Association (Asso- 
clacién de Banqueros de Mexico). Founded in 1928, and from 
the outset concerned with improving the nation’s finances and 
reafirming faith in Mexico’s future, the Organization has tena- 
ciously enjoyed the confidence of the Mexican public. Member- 
ship is acquired only by financial institutions. A total of 251 
Mexican banks and othe r leading investment enterprises as well 
as thirteen foreign banks were affiliated with the Banker’s Asso- 
ciation in 1957. Its annual conventions, which assemble some- 
time during the first five months of each year, attract bankers 
and businessmen from all regions of Mexico and from many 
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foreign countries. Important among the activities of the Banker’s 
Association is its responsible role in assisting the Mexican gov- 
ernment to preserve the country’s financial stability. In this 
respect, the organization elects one member of the National 
Banking Commission (Comisién Nacional Bancaria), the Na- 
tional Securities Commission (Comisién Nacional de Valores), 
and the Mexican Stock Exchange (Bolsa de Valores). Further- 
more, officers of the Bankers Association collaborate closely with 
the Central Bank of Mexico and the governmental lending bank, 
Nacional Financiera. 

MEXICAN ASSOCIATION OF INSURANCE INSTITU- 
TIONS. Insurance of all classes has experienced an unusual 
growth during the post-war years. This popularity is reflected 
in the development and activities of the Mexican Association 
of Insurance Institutions (Asociacién Mexicana de Instituciones 
de Seguros), to which 78 insurance companies, all licensed to 
operate in Mexico, belonged in 1957. Founded in 1946, the 
Association developed from the earlier Mexican Association of 
Fire-Insurance Companies and the Mexican Association of Com- 
panies of Insurance against Damages. The present association 
is directed by a president, vice-president, and a sixteen-member 
directive council. The association works closely with the gov- 
ernmental National Insurance Commission (Comisién Nacional 
de Seguros) in revising Mexican legislation and in observing 
the fulfillment of administrative regulations affecting insurance 
matters. 

EMPLOYERS CONFEDERATION OF MEXICO. Dating 
from September 26, 1929, the Employer’s Confederation of Mex- 
ico (Confederacién Patronal de la Republica Mexicana) assisted 
in having incorporated into the Federal Labor Law of 1931 
(with its many amendments the law is still in force today) the 
provision that unions, associations, federations, and confedera- 
tions of employers were legitimate organizations under Mexican 
law. The Employer's Confederation of Mexico is a private asso- 
ciation of employers, or restated, businessmen who have em- 
ployees. Entrance to and departure from the Confederation is 
entirely voluntary. By 1958, the Confederation counted more 
than 7,000 members, grouped into one of twenty-one Employer 
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Centers (Centros Patronales) located throughout the Republic. 
Members in the Federal District (Mexico City) obtain services 
directly from Confederation headquarters. To implement its 
purpose of improving the general socio-economic climate of the 
nation and relations between employers and workers, Confedera- 
tion headquarters and the twenty-one Employer Centers offer 
members seminars on the principal themes of productivity, human 
relations, industrial relations, sales and business organization. 
Expert advice is also proportioned to members on social security 
and other matters arising in management-labor relations. The 
regular publications of the Confederation, "Administracién’”’ and 
“Organizacioén del Trabajo,” emphasize in reputable journalistic 
fashion management’s responsibility for self-improvement and 
for betterment of industrial personnel relations. 

MEXICAN ASSOCIATION OF IMPORTERS AND EX- 
PORTERS. The Mexican Association of Importers and Exporters 
(Asociacién de Importadores y Exportadores de la Repiblica 
Mexicana, or ANIERM) was established in 1935 through the 
initiative of the CONCANACO, and from the outset a marked 
cordiality has characterized relations between the two groups. 
The ANIERM represents the interests of importers and exporters 
in several ways. It categorically opposes all tariffs levied on 
exports and imports, infant industry protection notwithstanding. 
To this end, direct pressure is brought to bear on government 
ministries to prevent tariff applications or to lower or abolish 
existing tariffs. The ANIERM also services requests of its mem- 
bers to furnish data on imports-exports, market conditions and 
transportation rates. In addition, the Association makes appli- 
cation for permits on those commodities which require the author- 
ization of the Ministry of Economy in order to enter or leave 
Mexico. The utility of ANIERM as an interest group seeking 
government concessions is probably lower than otherwise desired 
because of its decidedly pro-United States orientation. This 
preference is reflected in editorials and articles of the ANIERM’S 
monthly journal, “International Commerce.” 

TRADE GROUPS OF MIXED NATIONALITIES. In a 
special category belong five institutions oriented toward matters 
transcending Mexican boundaries. The first of these, the Mexi- 








44 INTER-AMERICAN ECONOMIC AFFAIRS 


can-American Committee of Businessmen (Comité México-Amer- 
icano de Hombres de Negocios) was established in 1951 through 
the joint efforts of the Chamber of Commerce of the United 
States, and, on behalf of Mexican businessmen, the CONCA- 
MIN, CONCANACO, and Banker’s Association. The purpose 
of the Committee is to stimulate the interchange of raw mate- 
rials, products, and services between the two nations. It meets 
once every six months, alternately in the United States and Mex- 
ico. A second group established the same year by the initiative 
of the Los Angeles Chamber of Commerce, CONCANACO, 
and businessmen of the Northwest region of Mexico, seeks the 
promotion of trade between Southern California and Mexican 
States on the Pacific seaboard. Named the Southern California- 
Northwest Mexican Committee (Comité California-Sur-Noroeste 
de México), the group meets twice annually, alternately in Cali- 
fornia and Mexican cities of the Northwest. Two other organ- 
izations of this mold, one with businessmen of Guatemala 
(Comité Guatemalteco-Mexicano de Hombres de Negocios), 
founded in 1957, and the other with businessmen of Canada 
(Comité México-Canada de Hombres de Negocios) founded in 
1953, were established under the initiative of CONCANACO, 
CONCAMIN, and the Banker’s Association. Finally, joint finan- 
cial and administrative responsibility of the Mexican and United 
States governments, the latter through the International Coopera- 
tion Administration, brought into existence and support the 
activities of the Industrial Center of Productivity(Centro Indus- 
trial de Productividad). The most significant activity of the 
Center is its selection and preparation of Mexican businessmen 
for fellowship training and observation trips in the United States. 

INSTITUTE OF SOCIAL AND ECONOMIC INVESTIGA- 
TIONS. Confronted by what many businessmen viewed as 
excessive state intervention in the nation’s economic life and 
a growing influence of Communism was reason enough for estab- 
lishing in 1953 an Institute of Social and Economic Investigations 
(Instituto de Investigaciones Sociales y Economicas). During 


the vogue of McCarthyism in the United States, the Institute em- | 


barked on a vigorous campaign to uproot Communists. Accord- 
ingto Institute publications of the time, Communism was at the 
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root of most ills besetting the development of unfettered private 
enterprise. During more recent years anti-communism themes 
have been virtually abandoned in favor of seminars, publications, 
and addresses accenting the merits of free enterprise on non- 
Marxist terms. The Institute publishes a fortnightly “Bulletin 
of Economic Information,” mailed gratuitously upon request. 

SPECIALIZED TRADE ASSOCIATIONS. A multitude of 
other trade associations, albeit more specialized in nature, dot 
the Mexican capital and countryside. For virtually every indus- 
trial chamber of the CONCAMIN there is a correseponding 
private trade federation. Particularly noteworthy in this con- 
text are the Mexican Mining Association, the National Associa- 
tion of Textile Manufacturers, and the National Union of Silver 
Manufacturers. The powerful cotton interests have banded 
together in the Confederation of Cotton Associations of Mexico. 
The ever increasing popularity of beer and other malt beverages 
owes much to public relations programs of the National Asso- 
ciation of Breweries. The Mexican Hotel Association collabo- 
tates with the government in setting and maintaining standards 
for the important tourist trade. Government price control of 
movie theatre admittances prompted the formation of the Asso- 
ciation of Producers and Distributors of Motion Pictures. Indus- 
trialists outside Mexico City show signs of following the national 
pattern. More than 400 industrialists belong to the Association 
of Industrialists of the State of Mexico. Wherever one finds 
business and commercial interests in Mexico, however small 
their numbers and financial strength, there too is likely to be 
found an organized trade association. 

SMALL BUSINESS INTERESTS. Small business in Mexico 
suffers from what a government official once described as the 
“fetish of the Mexican to go into business for himself just as 
soon as he wears shoes.” Small business in Mexico embraces 
two principal groups: small merchants and small industrialists. 
As defined by official political party statutes, small merchants 
include a “large nucleus of merchants not established in their 
own shops and who practice their trade in public markets or 
public thoroughfares. . . . Depending on the locality their stalls 
are permanent, semi-permanent, or movable.’ Small industrial- 
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ists, on the other hand, include those Mexicans engaged in craft 
industries employing a few workers and those in marginal mining 
operations. Examples of these industries would be those which 
relate to the palm fiber of Guerrero and Oaxaca, the lacquered 
wood of Uruapan, the guitars of Zacapu, the sarapes of Oaxaca, 
the rebozos of San Luis Potosi, the onyx work of Puebla, and 
the huaraches of many states. 

The independent and isolated nature of the approximately 
500,000 small merchants and 30,000 small industrialists has 
precluded a solidly-organized national federation. Among groups 
outside the National Confederation of Chambers of Small Com- 
merce (affiliated to the CONCANACO) that have achieved 
limited success are the Confederation of Small Merchants, the 
Federation of Small Industry and Commerce of the Federal 
District, and the Central of Small Merchants Organizations. 
Small merchants and small industrialists alike are threatened by 
several forces now operating in the Mexican economy. On the 
one hand, the small industrialists require greater protection to 
withstand absorption by large-scale industries or their numbers 
will continue to decline. On the other hand, the small mer- 
chants are shackled by a legal provision that calls for their 
membership in one of the “big” business chambers whenever 
they stock more than U.S. $40.00 of merchandise. Within the 
CONCANACO they become victims of the business principle 
of “the big fish devours the small ones.” Nevertheless, defense 
of small merchants and small industrialists by the official political 
party has delayed the inevitable. Furthermore, the government- 
supported Bank of Small Properties makes available to these 
small business interests credit at special low rates. The Bank 
recently inaugurated ambulatory banks to deliver money to and 
receive deposits from this class of entrepreneurs at their exact 
places of business. 

FRATERNAL GROUPS COMPOSED PRIMARILY OF 
BUSINESSMEN. Movements of young men in favor of improv- 
ing the economic, social, and cultural life of their localities find 
expression in the many local chapters of the Rotary, Lions Club, 
and Junior Chamber of Commerce. A great boost to the latter 
organization came in late 1957 when the chairman of Mexico's 
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delegation to the Tokyo world convention was elected president 
of the International Junior Chamber of Commerce. In Mexico 
City the highly coveted Banker's Club of Mexico and the new 
Industrialists’ Club, head the list of business-oriented lunch- 
eon and social clubs. Finally, several hundred business executives 
meet together weekly under the auspices of the forward-looking 
Sales Executives’ Club. Purpose of the group is to exchange 
views and improve the general business administration of larger 
corporations. As Mexico continues to expand industrially, there 


is every reason to anticipate a decided growth in groups of 
this sort. 


Foreign Chambers of Commerce 


Mutually exclusive goals of foreigner turned businessman in 
Mexico—to associate socially with individuals who know and 
understand his native country (usually limited to other foreigners 
turned businessmen) and to disclose nothing to this same ele- 
ment whenever negotiations arise concerning business transactions 
between his native country and Mexico—underscore the attitude 
of foreigners toward acquiring membership in and utilizing 
the services of foreign chambers of commerce corresponding to 
their particular nationality. Foreign chambers of commerce in 
Mexico advance three principal reasons for their existence: (1) 
to further the business interests of members, both at home and 
abroad; (2) to assist members on immigration and export-im- 
port matters; and (3) to provide members with general infor- 
mation on local or foreign firms and institutions, including 
translations of Mexican commercial laws. Despite the self-jus- 
tification offered by foreign chambers, foreigners turned Mexican 
businessmen probably join primarily for reasons of fashionable- 
ness, prestige within their “foreign colony” and home-offices 
abroad, and patriotism. Of course exclusively Mexican banking 
and credit institutions become members for other reasons. 

Insofar as the relations of this class of trade associations touch 
upon the Mexican goverenment, their impact is considerably 
less than that of business groups such as the CONCAMIN and 
CONCANACO or even commercial divisions of embassies. In 
fact, the only instance when foreign chambers enjoy noticeable 
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official favor occurs in the preparations for industrial expositions 
and for the reception of visiting dignitaries. But here again 
much of their fire is extinguished by embassy and consular offi- 
cials. In short, the interrelation of foreign chambers of commerce 
and the Mexican government remain limited, although normally 
quite friendly. 

Foreign chambers of commerce in Mexico presently number 
eighteen. Of this total, only seven deserve mention on the basis 
of membership, facilities, and activities. First and foremost, 
the American Chamber of Commerce of Mexico may boast not 
only of its 1,550 members, but also of its monthly sixty-odd 
page periodical entitled the “Mexican American Review,” its 
monthly digest of “Highlights” on export-import news and its 
irregular appearing “Flashes” of significant business informa- 
tion, as well as of its affiliated American Club social quarters. 

The next two chambers of stature are the British Chamber 
of Commerce of Mexico and the German-Mexican Chamber of 
Commerce. Both publish extensive trade directories of commer- 
cial services available through their members and monthly peri- 
odicals entitled respectively, “Intercambio” and “E] Comercio 
Mexicano-Aleman.” Active and associated members of the Brit- 
ish organization include 300 Mexican and 50 foreign firms, while 
the German chamber, still in its infancy, already numbers 245 
members. Following in terms of membership are the Italian 
(165), Dutch (115), French (102), and Belgian (95) Cham- 
bers of Commerce of Mexico. All publish monthly newsletters, 
although relatively short ones compared with those of the Amer- 
ican, British, and German chambers. 


Conclusions 


From this preliminary study of business groups and political 
processes emerge several important observations on Mexican 
society. First of all, and contrary to the assertions of many stu- 
dents of Mexican politics, conscious involvment in the political 
process is not limited to official party and bureaucracy. Despite 
the anti-business bias of party elements and the fact that business 
groups remain outside party membership ranks, industrial and 
commercial interests realize their objectives through other chan- 
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nels. The focus of this effect is the bureaucracy and its many 
decentralized commissions and agencies. Virtually every busi- 
ness group of note possesses an intimate interrelation with a 
corresponding organ of the government. Further investigation 
will probably yield similar contacts by large agricultural inter- 
ests, military elements, and religious associations, three organized 
groups which according to the written word are also excluded 
from Mexican political life. 

Once the oversimplified picture of Mexican democracy is 
discarded, a new look reveals that participation of trade associa- 
tions and other business groups in decision-making processes 
has in fact become institutionalized. Regular channels, denoted 
by Mexican laws and administrative regulations, are provided 
for the individual businessman seeking one and another con- 
cession. This tendency to reach consensus of an entire branch 
of industry or commerce before changes desired by a particular 
enterprise are considered seriously by government dependencies 
elevates the semi-official trade federation to an important level 
in Mexican society. The initiative of CONCAMIN and CON- 
CANACO therefore determines in large measure whether com- 
merce and industry will enhance their relative standings at the 
expense of labor and agricultural interests. Private business 
federations also enjoy recognition and stature in virtue of their 
membership, and financial strength, and representative function. 
In this respect the Banker's Association and the Employer’s Con- 
federation of Mexico hold significant positions on government 
boards. Many additional business groups, although not always 
working through such regular channels, complete the institu- 
tionalized pattern of business-government relations. 

Finally, the role of trade federations and other business groups 
underscores the non-authoritarian nature of Mexican society. 
In a nation where organized industrial labor, communal agri- 
cultural labor, and the so-called “middle masses” alone comprise 
the official political party that captures virtually all elective 
offices, the emergence of an interest group system that tran- 
scends class and party lines gives credence to the tolerance and 
understanding of Mexican leadership. Business interests may 
indeed be scoffed at by the official party, but they are not left 
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unrepresented in the decision-making process. The painful ex- | 
perience of civil war and dictatorial government still weigh 
heavily in the Mexican mind. But the present and future pre- 
possess Mexican leadership, a leadership desirous of maintaining 

a healthy balance between order and freedom. 
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Puerto Rico’s Economic Growth 
By Rolf Hayn* 


Puerto Rico, a small Caribbean island inhabited by more than 
two million people, with one of the highest population densities 
in the world, has undergone a considerable transformation since 
World War II. Its once predominantly agricultural economy 
has diversified so that the value of manufacturing output now 
exceeds that of agriculture. While the United States’ real per 
capita gross product increased by about 22% between 1947 and 
1956, that of Puerto Rico rose by about 56%. Puerto Rico’s rate 
of growth exceeds that of any Latin American country... Though 
unemployment is still 13% of the labor force, and has not 
declined, available evidence indicates that economic wellbeing 
has increased. Thus, while in 1941 the income of 52% of Puerto 
Rican working families was less than $300 per year, more than 
half of these families were receiving above $1000 per year in 
1953. The death rate declined from about 12 per thousand 
in 1947 to about 7 per thousand in 1956, and is now lower than 
that of the United States.’ 


* The author, assistant professor of economics at the University of Okla- 
homa, is presently a Fullbright lecturer in Argentina. From August 1957 
to May 1958 he was Economic Consultant to the Puerto Rican Treasury. 

1 For data on Puerto Rico see Puerto Rico Planning Board, Net Income 
and Gross Product, 1947-1955, San Juan, Puerto Rico, n.d., and Net 
Income and Gross Product, Fiscal Years 1956 and 1957, San Juan, Puerto 
Rico, n.d. The above and the remainder of the data on Puerto Rico are 
by fiscal years, starting July 1, and ending June 30. Island product, 
income, and related data throughout this paper are taken from these 
publications and will not be footnoted further. 

Data on United States per capita income from Council of Economic 
Advisers, Economic Report to the President, 1957, p. 104. 
_ For data on other Latin American countries see Comisién Para Amer- 
ica Latina, Estudio Economico de America Latina, 1955, Mexico, 1956, 
esp. p. 3. 
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The progress of this small island is of considerable interest. 
Her people are Latin Americans, but Puerto Rico is essentially 
part of the United States. Since 1952, Puerto Rico has had 
“Commonwealth” status, giving it considerable self-government, 
though its economic relations with the United States have not 
changed since the island was ceded to the United States following 
the war of 1898.° Development on the island is therefore looked 
upon by many underdeveloped areas as a test of what can be 
achieved by them within our institutional framework. Further, 
Puerto Rico’s economic growth is of general interest because 
of what might be learned from the experience of a densely popu- 
lated poor area that has pressed so much growth into such a 
short span of time.‘ 

Puerto Rico’s marked progress is the result of the policies of 
its government and of the island’s economic relationships with 
the United States. Following a broad outline of the changes 
that have occurred in the structure of the economy since 1947, 
the relevant policies of the Puerto Rican government will be 
discussed. An appraisal of the significance of the island’s eco- 
nomic relations with the United States will follow. 


2 See Puerto Rico Planning Board, Statistical Yearbook, various issues, 
for vital statistics and data on the income of Puerto Rican working fam- 
ilies. The comparisons are for the years shown because data for other 
years are unavailable. The United States death rate was 9.3 per thousand 
in 1956. See Council of Economic Advisers, op. cit., p. 103. 

’ A good summary of the changes in Puerto Rico’s political status is 
found in Antonio Fernos-Isern ‘From Colony to Commonwealth,” The 
Annals of the American Academy of Political and Social Science, January 
1953. The word Commonwealth has been translated into Spanish as 
‘Free Associated State.” 

The relations between Puerto Rico and the United States are defined 
by the Federal Relations Act, Public Law 600, 81st Congress, 2nd Session, 
esp. arts. 3, 9, 45. 

*In this connection it is of interest to note that Puerto Rico has 
become an international technical training center visited by technicians 
and trainees from many areas. See Puerto Rico Planning Board, Puerto 
Rico: Training Ground for Technical Cooperation, San Juan, Puerto 
Rico, n.d. Between May 1950 and September 1957, 4286 students and 
trainees under United States and United Nations technical programs have 
been in Puerto Rico. Press release of the Puerto Rican Department of 
State, Island Times, November 8, 1957. 
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Changes in the Productive Structure 


Puerto Rico’s economic structure and its principal changes are 
outlined in Table I. Agriculture, manufacturing, and the Fed- 
eral government — principally its military establishments — are 
Puerto Rico’s basic economic sectors. Trade with the outside is 
very important. Half of the economy's output is exported. 
Almost two thirds of the goods and services used on the island 
come from the outside. Most of Puerto Rico’s “foreign” trans- 
actions are with the United States. 


Transfer payments from the outside, almost all of which come 
from the Federal government, are also shown by Table I. These 
bulge quite large in the economy, and affect its growth and 
structure. They also tend to make the remainder of the economy 
large in relation to the basic sectors. Thus, for example, the 
expenditure of these transfers tends to raise imports, thereby 
increasing the net income attributable to trade. Together with 
Federal activities they might be called an autonomous foreign 
sector. Though very important for the Puerto Rican economy, 
they are not affected by its vicissitudes or the policies of the 
island’s government.* 

Table I shows the extent to which Puerto Rico diversified in 
order to grow. Agricultural net income hardly increased. Manu- 
facturing net income, less than that of agriculture in 1947, ex- 
ceeded the latter in 1956. The autonomous foreign sector also 
grew noticeably. However, it is the manufacturing sector that 
expanded the most. Industrialization is the principal cause of 
Puerto Rico’s recent economy growth. 

Before turning to a discussion of the policies that furthered 
manufacturing, it should be noted that the economy's growth 
increased its dependence on the outside. The relative importance 


* Two other important factors increase the size of Puerto Rico’s second- 
aty economic sectors in relation to the economy’s basic sectors. The high 
tate of investment accompanying growth tends to expand contruction and 
other activities in relation to the basic sectors. Secondly, trade is markedly 
inefficient and markups are high. This tends to “inflate” the “other 
ptivate activities.” On the latter point see J. K. Galbraith and Richard 


H. Holton, Marketing Efficiency in Puerto Rico, Harvard University 
Press, Cambridge 1955. 
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TABLE I 


Puerto Rico’s Economic Structure 


(Millions of Dollars) 


1947 
Net Income’ 
% Agriculture : 26 
% Manufacturing : 17 
% Public Utlts? : 8 
% Other Private : 34 
% Island Govt. : 11 
% Federal Govt. : 10 
Transfers fr. 
abr. as % of 
Net Income : 11 
Gds. and Svs. 
sold outside, 
% of G.P ° . 48 
Sugar, 
% of Exports : 51 
Manufactures 
% of Exports 25 
% of All Exports 
Sold in U.S. : 95 
Gds. and Svs. 
bought outside, 
% of all gds. used : 70 
Imports fr. U.S., 93 


%o 


of Total 


1956 


17 
19 
8 
37 
12 
9 


12 


53 


33 


37 


96 


70 
90 


% Increase in 
Quantity 47-56 
15 
103 
86 
90 
95 
70 


85 


119 


100 


1 Net income corresponds to the concept of national income in 
The total is less than 
the sum of the sectors because of income paid by Puerto Rico 


the social accounts of the United States. 


to the outside. 


2 Includes private and government operated utilities. 


Source: See footnote 1. 
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of the foreign autonomous sector and of agricultural exports, 
consisting largely of sugar, decreased. However, exports of man- 
ufactures rose substantially. By 1956, these exceeded sugar 
exports, and the proportion of the gross product exported was 
greater than in 1947. Given the small island’s limited market, 
it is to be expected that its economic growth would be accompa- 
nied by such a rise in exports as well as an increase in imports. 
Moreover, as discussed below, substantial capital imports took 
place. Exports had to grow in order to enable Puerto Rico 
to meet the ensuing obligations. Thus, the diversification and 
growth of the Puerto Rican economy led to a decline in the 
extent to which it is subject to shocks from the outside through 
a diversification of risks, but in the aggregate the island’s depend- 
ence on events beyond its control has increased. 


Insular Government Policies 


The development efforts of the insular government have cen- 
tered on the promotion of manufacturing. The decision to do 
so crystalized in the early 1940’s. Though agricultural output 
increased during the 1930's, agricultural employment dropped 
while the island’s population and labor force continuedto in- 
crease. Most cultivable land was already in use. It was decided 
to promote manufacturing as an outlet for the increasing labor 
force and for those released from the land as a result of improved 
production techniques.° 

The government at first tried to promote manufacturing by 
setting up factories of its own. It was hoped that an “industrial 
climate” could therefore be promoted, and that private interests 
would follow the example. However, it was soon decided to 
use a different approach. Only four factories were established, 
and these were sold to private interests. It was believed that 
more progress could be made if the government did not estab- 
lish its own factories, but concentrated its activities on providing 
adequate overhead facilities and on “enticing” private investors, 
especially investors from the United States mainland, to establish 
plants in Puerto Rico by a variety of incentives.’ 





*Harvey Perloff, Puerto Rico’s Economic Future, University of Chi- 
cago Press, Chicago, 1950, esp. pp. 35, 401, and Ch. 6. 
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This decision was based on the following considerations. First, 
it was felt that as government resources were limited, each scarce 
government dollar could further more growth if used to attract 
private investment through special incentives and the provision 
of overhead facilities, than if government provided both the 
overhead and the final productive facilities.* 


Secondly, it was realized that, given the low level of per 
capita income, domestic private savings are small. Between 1947 
and 1955 inclusive, years during which the island’s income was 
rising rapidly, private domestic investors only invested an amount 
equal to 7% of the island’s gross product to replace and increase 
the island’s capital stock.’ Moreover, as shown by a recent sur- 
vey, Puerto Ricans have a decided preference for investments 
in real estate, small commercial establishments of their own, 
and known activities such as sugar. This was considered as sig- 
nificant as the limited amount of private savings available.” 
Hence, efforts to promote manufacturing have been directed 
primarily to the attraction of mainland investors. 


7See L. S. Descartes, Financing Economic Development in Puerto 
Rico, 1941-1949, Puerto Rico Department of Finance, San Juan, Puerto 
Rico, 1950, pp. 3, 4, and Puerto Rico Industrial Development Com- 
pany, Annual Reports various issues. 

The Puerto Rico Industrial Development Company was established in 
1942 for the purpose of promoting industrialization. It established four 
factories. These and a cement factory set up in the 1930's by the Puerto 
Rico Reconstruction Administration, inherited by this company, were 
sold to private interests in 1950 and 1951. At the present, the principal 
function of the company is the construction and leasing of factory build- 
ings under the special incentives program discussed below. 

§ Puerto Rico Planning Board, Annual Report to the Governor, 1951, 
San Juan, Puerto Rico, p. 28. 

® At the time of writing, not all social accounts and related data are 
available in comparable form for 1956 and preceding years. Therefore, 
some of the data cited cover the years from 1947 to 1955 only. As indi- 
cated in footnote 1, references to the social accounts and related data 
will not be footnoted throughout the remainder of this paper. 

10 Eleanor E. MacCoby and Frances Fielder, Savings Among Upper 
Income Families in Puerto Rico, University of Puerto Rico, 1953, esp. 
Ch. 4. Also see S. L. Descartes, Savings and Investment in Puerto Rico, 
1956, mimeo. esp. pp. 16, 21. 
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Special Incentives. To attract investment into manufacturing 
a number of special incentives are used. These consist of tem- 
porary tax exemption, the construction and leasing of buildings, 
and certain subsidies and services. In addition, considerable 
promotion activity is carried on. The latter consists of adver- 


tisements in United States publications and direct contacts with 
mainland interests. 


Complete tax exemption is given to new manufacturing firms 
for ten years." As Federal taxes are not payable on income 
originating in Puerto Rico paid to Puerto Rican residents, the 
exemption is undoubtedly a significant inducement for location 
on the island, for not only can higher profits be obtained than 
would other wise be possible but exemption indicates a generally 
friendly atmosphere to business. Moreover, it is a dramatic step 
handy as a promotional tool to attract mainland investors. Tem- 
porary tax exemption can be justified on the same grounds as 
infant industry protection in the wide sense of the word. It 
also can be justified in Puerto Rico because it helps to attract 
very scarce resources, capital, know-how, and entrepreneurship 


to the island, a possibility too often disregarded in discussions 
of the pros and cons of protection. 


In addition to tax exemption, more selective incentives involv- 
ing the expenditure of government funds are used. Plants are 
built for and leased to private manufacturers, lowering their 


11 See Act No. 346, May 12, 1947; Act No. 184, May 13, 1948, and 
Act No. 6, December 15, 1953. The law expires December 1963. Tax 
exemption is also given to existing firms in specified industries consid- 
ered capable of expansion should a new firm start operations in such 
industries. 

A discussion of tax exemption in Puerto Rico, especially of the admin- 
istrative problems it poses, is found in Milton C. Taylor, Industrial Tax 
Exemption in Puerto Rico, The University of Wisconsin Press, Madison, 
1957. Though Taylor agrees that tax exemption “has served as an effec- 
tive inducement in attracting mainland capital,” he believes that too 
much is given and that a greater use of direct subsidies would be pref- 
erable. See esp. pp. 131, 152, 153. A discussion of the pros and cons 
of tax exemption as compared to other incentives is beyond our scope. 
It suffices to note that the Puerto Rican government as well as Taylor 


agree that both tax exemption and other incentives discussed below have 
been effective. 
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fixed investment and risk. Money may be lent if it cannot be 
obtained elsewhere. Free rental may be granted to particularly 
desirable firms for a year. Reimbursement for as much as 50% 
of the cost of transporting machinery to Puerto Rico may be 
obtained. The salaries of technicians from the mainland required 
to train local help may also be paid, and the Government will 
recruit and train workers at its own cost for ‘‘promoted’’ firms. 
Beyond this, an effort is made to obtain any information the 
firm may desire, and help is given breaking “bottlenecks” that 
may be met in such matters as obtaining water and electricity.” 

The Success of the Program. There can be no doubt that the 
program thus far has been successful. Table II shows that net 
income attributable to manufacturing other than home needle- 
work and sugar processing more than tripled between 1947, 
when the program started, and 1956. Home needlework is a 
low productivity and declining industry. Sugar processing is 
a traditional activity not affected by the program directly nor 
stimulated by the general expansion of the economy. Of the 
increase in “other manufacturing,” 75% is attributable to firms 
promoted under the program. These are almost wholly owned 
by mainland investors, and they export all but an average of 25% 
of their output.** United States mainland owned and export 
directed manufacturing firms have therefore led Puerto Rico’s 
industrial development. 

As might be expected, most of the firms promoted are pro- 
ducers of textiles and apparel. By the end of 1955, the latest 
date for which information is available, more than half of the 
employment in promoted firms was in plants of this type.* How- 


12 The Economic Development Administration, Annual Reports, var- 
ious issues, and Puerto Rico Industrial Development Company, Annual 
Reports, various issues. The Economic Development Administration is 
in charge of the a8 The Puerto Rico Industrial Development 
Company's main function is the construction and leasing of plants, 
though it also gives some loans. The Government Development Bank 
also makes some loans under the program. 

18 See Economic Development Administration, Social Directions in 
Industrial Development, January 1957, mimeo. esp. pp. 15-17. 

14 Economic Development Administration, Annual Statistical Report on 
Promoted Plants, 1957, Table III. 
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ever, in recent years special efforts have been made to attract 
more capital intensive firms. It is felt that these are likely to 
be more permanent. Thus, recently two refineries and a producer 
of cans located on the island.*® 


TABLE II 
Growth of Manufacturing 
1947 - 1956 
In Million Dollars 
"47 ’56 % Change of 
Net Income! Net Income? Net Income! 
Total Manufacturing 86 175 + 103 
Home Needlework and 
Sugar Processing 40 29 — 27 
Promoted * 6 75 +1150 
Remainder 40 71 + 77 


(1) Net income is the same concept as national income 
(2) New manufacturing assisted by any of the incentives 
discussed 


Source: See footnote 1, and Economic Development Administration, 
Social Directions in Industrial Development, January 1957, 
mimeo. p. 17. 


Government and Private Investment. Special incentives could 
hardly attract private investment if adequate overhead facilities 
were not provided. Factories require transportation facilities, a 
number of people at an appropriate educational level, electricity, 
and water. To provide such and other overhead facilities re- 
quired by an advanced industrial society, and noticeably lacking 
in a low productivity agricultural economy, the Puerto Rican 
government has invested substantial sums of money. Certain 
facilities, among which electricity, water, and docks are the most 
important, are provided by public business corporations estab- 
lished and owned by the government. Roads, schools, and other 
public services for which customarily no charge is made, are 


° Junta de Planificacién, Informe Anual al Gobernador, 1956, pp. 


9-13, and Department of the Treasury, Report on Finances and Economy, 
1957, pp. 3, 4. 
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TABLE III 
Gross Investment in Productive Facilities 
1947 - 1955 
In Million Dollars 
Gross Investment 885 Gov't Capital in 
% Gov't 51 a 
% Private 49 : 


Private Investment 
in Promoted Plants to 
Pec, “35 160 


Ratio 5.3 


Direct Foreign Investment 223 
% of Total Private 52 


Total Foreign, 1947 8 
Total Foreign, 1955 50 


Total Pvt. Domestic, 1947 18 
Total Pvt. Domestic, 1955 = 35 
(1) Total public and private gross investment minus public 
and private investment in dwellings and inventory change. 
(2) Includes buildings leased and government loans, and $1.4 
million in grants. 
Source: See footnote 1, and Economic Development Administration, 
Annual Report on Promoted Plants, 1957, Table I. 
furnished by the regular government agencies. An attempt is 
made to coordinate the investments required with the help of 
six year plans, revised annually on the basis of changing cir- 
cumstances. However, the funds appropriated by the legislature 
and those available from other sources have made it possible to 
follow the plans to a limited extent only.’* 

Table III shows the gross public and private investment in 
productive facilities on the island between 1947 and 1955 inclu- 
sive. Though government limited itself to the provision of 
overhead and to special incentives, its investments nevertheless 
amounted to slightly more than half of the total. Investment in 
buildings and loans under the special incentive program were 
a relatively small proportion of the total. However, each gov- 
ernment dollar thus used was associated with an average of more 
than five privately invested dollars. 


16 See Junta de Planificacién, Programa Econémico de Seis Afios, vat- 
ious issues, San Juan, Puerto Rico. 
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Private investment in productive facilities was about equally 
divided between investment of domestic and of foreign origin. 
However, foreign investment increased fivefold between 1947 and 
1955. Private domestic investment only doubled. Consequently 
a larger share of private investment of domestic origin than of 
foreign source must have been used to replace and maintain 
existing facilities. Government investment and private investment 
from the outside have therefore been principally responsible for 
Puerto Rico’s growth. 


Relations with the United States 


Puerto Rico’s unique relationship with the United States is of 
great significance for its growth. The Government policies dis- 
cussed in the preceding section were facilitated considerably by 
this relationship. Moreover, per capita gross product could not 
have risen by more than twice as much as that of the United 
States if a large number of Puerto Ricans had not migrated to 
the United States mainland. 

Table IV shows that between 1947 and 1955 inclusive, Puerto 
Rican total consumption expenditures were about equal to the 
island’s gross product. In the aggregate, public and private gross 
investment, amounting to about 17% of the gross product, was 
made possible by the foreign balance financed by transfers and 
capital inflows from the outside. Though, as Table IV shows, 
business savings were positive, they were offset by personal con- 
sumption expenditures that exceeded personal income because 
of substantial transfers from the Federal government. Thus, in 
the aggregate, Puerto Rico is in the unusual position of financing 
a fairly high degree of capital formation while consuming an 
amount of goods equal to its total output. The explanation is 
found in the above mentioned unique relationship with the 
United States. The various aspects of that relationship are best 
brought out by discussing their effect on private and on govern- 
ment investment. Following that discussion, the significance of 
migration will be analyzed.” 





_** References to Puerto Rico’s political status and her economic rela- 
tions with the United States are in footnote 3. 
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TABLE IV 
Output, Savings, Consumption 
and the Inflow of Funds 


1947 - 1955 
In Million Dollars 


Gross Investment 1297 Business Savings 517 

ome. See. -_ Inflow of Funds 1324 
Total Consumption 7683 Capital 560 
Pers. Cons. 6751 Private,Long 240 
Public, Long 246 
Use of Gds. and Svs. 8979 Sia Heseme 74 
Foreign Balance 1323 Transfers 764 
Gross Product © 7656 Rum & tobacco 115 
i ile 6572 Grts. in aid 120 


Other Federal 448 
Personal Income 6787 Pvt. rem. 63 
Fed. tr. to pers. inc. 323 


(1) Includes dwellings, not included in Table III. 

(2) The figures published by the Puerto Rico Planning Board 
include Federal excises on Puerto Rican rum and tobacco 
shipped to the mainland in the gross product. 

Source: See footnote 1, and Junta de Planificacién, Balanza de Pagos de 
Puerto Rico, 1955, San Puan, P. R., 1956. 


Effect on Private Investment. Puerto Rico’s attractiveness to 
United States capital is enhanced by the fact that United States 


constitutional guarantees are applicable, and that Puerto Rico | 


is part of the United States monetary and tariff area. Hence, 
risks of confiscation and of undue discrimination against capital 
and entrepreneurs from the United States are practically non- 
existent. Secondly, there need be no concern that earnings or 
capital will be impaired by exchange control or devaluation as 
Puerto Rico is part of the United States monetary area and has 
no monetary policy of its own. The exact extent to which these 
factors facilitate the attraction of capital from the United States 
cannot be determined, but that they place Puerto Rico in an 
unusually advantageous position to attract capital from the out: 
side cannot be doubted. 
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Membership in the United States tariff area is of great sig- 
nificance for the small island whose markets are limited. In 
Puerto Rico, productivity, the profitability of investment, and 
high incomes depend on the island’s ability to export a consid- 
erable proportion of its output. Given the relative abundance 
of labor and the scarcity of natural resources and capital, manu- 
factured exports must be preponderantly labor intensive. It is 
therefore not surprising that, as seen above, most of the employ- 
ment created by United States investment in plants promoted 
under the government’s program whose output is exported, is 
in the relatively labor intensive textile and apparel industries. 
It is highly unlikely that as much outside capital would have come 
forth if the textile, apparel and other labor intensive goods pro- 
duced by the promoted firms did not have a secure access to a 
wide and growing market such as that of the United States, with 
the almost complete certainty that tariffs and other impediments 
to trade would not appear as sales from Puerto Rico increased. 

To be a part of the United States legal, monetary, and tariff 
area thus places Puerto Rico in a particularly advantageous posi- 
tion to attract outside capital as compared with other underdevel- 
oped areas. At the same time, the absence of Federal taxation, 
which makes such inducements as local tax exemption particu- 
larly attractive, places Puerto Rico in a good position to compete 
with various states in attracting capital. Finally, it should be 
mentioned that Federal activities and transfer payments to Puerto 
Rico may also further and facilitate domestic private investments. 
Without these activities and transfers, incomes and, thus, private 
savings and investments probably would tend to be less. 

Effect on Government Investment. Puerto Rican-United States 
economic relations facilitate government as well as private 
investment. 

First, the higher incomes resulting from Federal activities and 
transfers tend to raise government revenues, even when the tax 
structure is taken as given. But, it is probable that tax rate 
would be lower if income levels were less. Taxes would be more 
painful, and there would be more political resistance to them. 
Federal activities and transfers therefore facilitate government 
investment indirectly. However, Federal transfers also contrib- 
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ute directly to the government’s ability to invest. Between 1947 
and 1955 about a third of these transfers, namely Federal grants- 
in-aid and the proceeds of Federal excises on Puerto Rican rum 
and tobacco shipped to the mainland, were paid directly to the 
Puerto Rican treasury."* They augmented Puerto Rican govern- 
ment receipts from domestic sources by about one fifth. These 
payments were equal to 43% of total gross government invest- 
ment between 1947 and 1955 inclusive. 

The Puerto Rican government also can supplement its re- 
sources by borrowing in the United States. Membership in the 
American monetary area facilitates such borrowing as well as 
the influx of private capital. Moreover, income from Puerto 
Rican government and other island public bonds is not subject 
to Federal or state taxation. Between 1947 and 1955 Puerto 
Rican public bodies were able to add another fifth to their 
resources of domestic origin by borrowing from the mainland. 
Together, Federal transfers and funds borrowed from the main- 
land supplemented government resources of domestic origin by 
about 40%. This was about equal to the government’s total 
gross investment over these years. 

Thus, Puerto Rico’s unique position facilitates government as 
well as private investment. No other underdeveloped area auto- 
matically receives Federal grants when the American people vote 
themselves such grants. Neither are Federal excises levied on 
their sales in the United States returned to their treasuries. 
Finally, the governments of most underdeveloped areas cannot 
borrow as easily as that of Puerto Rico in the United States, for 
they are not within the American monetary area nor is income 
from their bonds exempt from taxation in the United States. 

If Puerto Rico were a state of the Union, its government re- 
ceipts and investments would also tend to be less. No Federal 
excises collected on Puerto Rican shipments to the mainland 
would be paid to its treasury and domestic government revenues 


18 See Table IV for the data on transfers and capital inflows referred 
to in this section. Information on government total receipts of domestic 
origin, which include income of government business corporations, has 
been taken from the social account data referred to in footnote 1. These 
receipts were $1122 million between 1947-1955 inclusive. 
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from taxes would tend to fall rather than increase to compen- 
sate for this loss. At this time Puerto Rican taxes are about 
twice as high in relation to the island’s gross product as, on the 
average, state and local taxes on the mainland in relation to 
the gross product of the United States. Given the low Puerto 
Rican per capita income, if Federal taxes were also collected in 
Puerto Rico, it could hardly be expected that the tax receipts 
of the Puerto Rican government could continue to be twice as 
high in relation to the gross product than state and local taxes 
on the mainland.*® 


The conclusion is thus reached that Puerto Rico’s relations 
with the United States make it possible for her to attain a sig- 
nificantly higher level of private and government investment 
than the island would be able to attain if it were either one of 
the United States or an independent country.”° 


Migration. The relationship between Puerto Rico and the 
United States does not only facilitate the movement of capital 
from the capital rich mainland to the capital poor island. The 
fact that Puerto Ricans are United States citizens facilitates their 
migration to the mainland, where labor is relatively scarce. Méi- 
gration has been heavy. It is stimulated by low cost air trans- 
portation, relatively high wage rates in the United States, and 
scarce job opportunities in Puerto Rico during a period of rela- 


In 1956 Puerto Rican tax receipts were equal to 11.2% of the 
island’s gross product. Department ofthe Treasury, Report on Finances 
and Economy, 1956, San Juan, 1957. 

State and local taxes were equal to 6% of the United States gross 
product in 1956. State and local taxes from United States Department 
of Commerce, Summary of Governmental Finances in 1956, August 
1957. United States Gross National Product from the Survey of Current 
Business, July 1957. 

* Puerto Rico’s development is also eased by the fact that government 
does not spend anything for military purposes. Thus funds are freed for 


other purposes, including productive investment. In Latin America, in 
1954, military expenses ranged from 40% of government budget expen- 
ditures in Ecuador to 12% of such expenditures in Costa Rica. See 
Comisién Para America Latina, op. cit., p. 119. 

If Puerto Rico were one of the United States, the island’s military 
expenditures would take the form of taxes paid to the Federal government 
used by the latter for military purposes. 
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tively full employment in the United States.* From the end 
of 1947 to that of 1956, net migration has amounted to 434,000. 
Consequently, though the gross reproduction rate hacs fluctuated 
between 2.7% and 2.9% per year over these years, Puerto Rico’s 
population has risen by 7.7% only. 

Outmigration to the United States is as important for Puerto 
Rico’s growth as the influx of capital and other funds. Assum- 
ing that the same reproduction rates had prevailed if there had 
been no outmigration, population would not have risen by 7.7% 
but by about 28% between 1947 and 1956 inclusive. Assuming 
further, so as to illustrate the significance of this ‘factor, that 
total growth of the island’s real product would have been about 
the same, per capita product in constant dollars would not have 
risen by 56%, but by 30% only. Finally, if it is assumed that 
the number actually employed in 1956 would have been the 
same, and if we apply the present labor force participation rate 
to the hypothetical population, we find that not 83,000 persons, 
or 13% of the labor force, but 259,000, or 31% of the larger 
labor force would have been unemployed.” Thus, the migration 
to the United States considerably increases Puerto Rico’s chance 
to win the production population race which plagues so many 
areas.”* 


21 Clarence Senior, “Migration and Puerto Rico’s Population Problem,” 

The Annals of the American Academy of Political and Social Science, 
January 1953. 
22 The 1940 gross reproduction rate was 2.01%. Since then the death 
rate has declined from 1.84% to 0.7% in 1956, and the birthrate from 
3.85% to 3.45%. Since 1948 the declining movements of the birth and 
death rates have been such that the gross reproduction rate has fluctuated 
between the limits mentioned in the text. 

Data on population, migration, the labor force, and the birth and death 
rates from Puerto Rico Planning Board, Statistical Yearbook, various 
issues. 

23 The death rate is now lower than in the United States. It is there- 
fore likely to slow down its decline. See footnote 2. On the other hand, 
it is reasonable to expect that eventually the birthrate will fall to a 
lower level, if the island can continue its transformation into a more 
urban and educated society, with rising standards of living. In this 
consideration, it is of interest that a recent attitude survey indicates a 
considerable readiness among rural as well as urban Puerto Ricans to 
limit their families. See Paul K. Hatt, Background of Human Fertility 
in Puerto Rico, Princeton University Press, 1952, esp. Ch. IX. 
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Summary and Conclusions 

Puerto Rico’s economic growth has been rapid since the end 
of World War II. The rate of growth of its real per capita 
product has been more than twice that of the United States. The 
principal cause of this progress is the industrialization promoted 
by the island’s government. Through the provision of overhead 
facilities and tax and other incentives, substantial amounts of 
investment, especially direct United States investment, were at- 
tracted into manufacturing. Thereby the bottleneck to growth 
created by low private domestic savings, the lack of local know- 
how, and the reluctance of local entrepreneurs to move into 
manufacturing was broken. 

Government policies used to further growth are facilitated 
considerably by the economic relations Puerto Rico has with 
the United States. The absence of Federal taxation combined 
with membership in the United States legal, monetary, and tar- 
iff area facilitates the attraction of funds from the mainland. 
Through Federal transfers considerable additional resources are 
made available. Between 1947 and 1955 inclusive, the total 
influx of funds has been equal to gross investment. Finally, 
in the years since World War II, the adverse effect of population 
growth on per capita income has been almost completely offset 
by migration to the United States mainland. 

There is no reason to believe that Puerto Rican growth will 
fail to continue at about the same rate under present policies 
if the United States economy continues to grow. It is then to be 
hoped that as the island’s economy diversifies, as its population 
becomes more educated, as standards and levels of living rise, 
local savings available for productive investment will increase, 
and that local entrepreneurs able and willing to invest funds 
in activities other than real estate and commercial establishments 
will make an increasing contribution to the economy's progress. 
Likewise, it is to be hoped that the birthrate will fall, eliminating 
population pressures and the island’s dependence on outmigra- 
tion. It is, however, by no means certain that economic growth 
will have these effects, especially within a reasonable period 
of time. Hence, efforts to further domestic savings and to 
channel these into the most productive activities would seem 
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to be indicated. An active policy to depress the birthrate would 
also seem desirable. 

We must close with a word of caution. Policies that have 
proven successful in Puerto Rico, particularly those designed to 
further private investment, need not be as effective elsewhere. 
Because of its relationship with the United States, Puerto Rico’s 
position is unique among underdeveloped areas. Yet, through 
appropriate international and national arrangements, other areas 
may approach to some extent the “external” conditions so par- 
ticularly favorable for Puerto Rico. Such arrangements, how- 
ever, we cannot discuss here. The purpose of this article has 
been to bring into relief the policies and conditions accounting 
for Puerto Rico’s recent startlingly rapid economic growth. 
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Price and Quantity Changes 
in the Latin-American 
Trade Balance 
By John H. Auten* 


This paper is concerned with the statistical separation of price 
and quantity components in the balance of trade. The paper 
is organized into three sections. First, the statistical separation 
of price and quantity components in the balance of trade is dis- 
cussed in general terms. Second, a certain method of separation 
is applied to balance of trade data for the Latin American coun- 
tries. Third, the results of this treatment of the Latin-American 
trade balance are summarized and an interpretation of the find- 
ings are offered. 


a 

A change in the balance of trade may usefully be separated 
statistically into price and quantity components. These compo- 
nents of change in the trade balance result from price and quan- 
tity changes in each of the export and import flows of which the 
trade balance components are the algebraic differences. One 
could, in principle, deal with the entire current account of the 
balance of payments by the techniques to be described in this 
paper. However, the separation of price and quantity compo- 
nents in service transactions does raise some additional problems 
of definition and measurement. Attention will be confined in 
this paper to commodity exports and imports, and the balance 
of trade. 

Changes in export and import value flows may be divided into 
price and quantity components along entirely familiar lines. 





* Associate Professor of Economics, The Rice Institute. 


69 








70 INTER-AMERICAN ECONOMIC AFFAIRS 





There is, as always, a problem as to the specific price and quantity 
index numbers that are most appropriate. But given a choice, 
or choices, of the indexes to be used, the computations involved 
and the interpretations that may be placed upon the results 
require no elaboration. The fact that the balance of trade is 
the net of export and import flows does introduce a complication. 
Two recent contributions have served to clarify the procedures 
that should be followed where changes in the balance of trade 
rather than changes in the export and import flows themselves 
are at issue. Worswick has analyzed this problem, compared 
the procedures followed in World Economic Report and Eco- 
nomic Survey of Europe, and presented alternative methods of 
treating the trade balance.’ Stuvel has discussed much the same 
problem and, in the process, has brought forward a new index 
number formula.’ 

The problem with which Worswick and Stuvel have been 
concerned may be stated most simply in the following terms. 
While it is appropriate merely to separate changes in export and 
import values into price and quantity components, changes in the 
balance of trade require separation into, at least, three compo- 
nents. These may be called a quantity (or volume) part, a 
terms-of-trade part, and a general-price-level part. That the bal- 
ance of trade will change if any of the three components change 
is very easily seen. 

First, if the prices of exports and imports remain unchanged 
and the quantity of either exports or imports changes, the bal- 
ance of trade will change.’ This is a quantity effect. Second, if 


1G. D. N. Worswick, “Components of a Change in the Balance of 
Trade,” Review of Economic Studies, XXIII, (1), 1955-56, pp. 76-82. 

2 See, especially, G. Stuvel, “The Impact of Changes in the een of 
Trade on Western Europe,” Econometrica, XXVI (January, 1958), pp. 
107-16. Less closely connected to the present discussion are Stuvel’s 
“A New Index Number Formula,” Econometrica, XXV, (January, 1957), 
pp. 123-31; and ‘““A New Approach to the Measurement of Terms-of- 
Trade Effects,” Review of Economics and Statistics, XXXVIII (August, 
1956), pp. 294-307. 

’ The change is produced by an alteration in the quantity-structure of 
trade. In addition, the balance of trade could change while the quantity 
of both exports and imports changed so as to preserve the quantity- 
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the volume of exports and imports remains unchanged and the 
ratio of export to import prices changes, the balance of trade 
will change. This is a terms-of-trade effect. However, these 
quantity and terms-of-trade effects do not comprise the total 
change in the balance of trade. For, if trade is initially unbal- 
anced, equal proportionate changes in the same direction in 
export and import prices at unchanged volume will change the 
balance of trade. For example, consider a situation in which 
a country’s exports are valued at 5,0000 local currency units, 
and its imports at 4,000 local currency units. Suppose further 
that the country’s exports and imports each rise in price by 20 
per cent in local currency with no other changes occurring. The 
country’s trade balance will increase from 1000 to 1200 local 
currency units, or by 20 per cent. Yet, in this instance, there 
were no changes in export or import volume, nor could the terms 
of trade, as ordinarily defined, be said to have changed. 

This general-price-level effect, as opposed to the relative price 
changes embodied in terms-of-trade movements, depends upon 
the state of the trade balance and the existence of parallel move- 
ments in export and import prices. The general-price-level effect 
is not likely to be large in most situations compared with the 
terms-of-trade effect, but it does deserve recognition. 

The mention of quantity changes at unchanged prices, terms- 
of-trade changes at unchanged quantities, and price-level changes 
at unchanged quantities is not intended to suggest any independ- 
ence between quantities and the level and structure of prices. 
Such a suggestion would be quite out of order save in a limiting 
situation or two of no great importance. It can be informative 
to separate changes in values along the lines previously suggested; 
it must be carefully recalled that the statistical separation in no 
way mirrors the actual price-quantity interactions. 





structure of trade unaltered. Indeed, a change of this very sort is dis- 
guished below in the case of price movements. However, no attempt will 
be made to distinguish between the level and structure of quantities. 
Stuvel has dealt with four additive components of value changes instead 
of the three considered here. See his “A New Approach to the Measure- 
ment of Terms-of-Trade Effects,”’ 
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2. 

Changes in the balance of trade of Latin America will now 
be separated into quantity, terms-of-trade, and general-price-level 
components. In the process, price and quantity components in 
export and import flows are obtained and these are of some 
interest in themselves. The basic data are from the Economic 
Commission for Latin America and appear in Table 1 where 
exports and imports are presented at current prices and at prices 
of 1950 for the years 1948-57. Since the table aggregates trade 
data for twenty countries, conclusions based upon the data can 
refer only to the aggregate rather than to individual countries. 
Also, an aggregation such as this one which sums the exports and 
imports of the individual Latin-American countries includes intra- 
Latin-American trade as well as trade with the rest of the world. 
The trade among Latin-American countries is cancelled out when 
the export and import values are differenced to obtain the Latin- 
American balance of trade; although, of course, the effects of 
this trade remain. A later estimate of changes in Latin-American 
terms of trade implicitly defines the effects of changes in Latin- 


TABLE 1: LATIN AMERICAN Exports F.O.B. AND IMPORTS 
C.I.F. AT CURRENT PRICES AND AT PRICES OF 1950, 


1948-57. 
(millions of U.S. $) 
YEAR EXPORTS IMPORTS 
Current 1950 Current 1950 
prices prices prices prices 
1948 6458.5 6866.3 6199.8 5924.0 
1949 5593.2 6326.7 5511.5 5229.2 
1950 6551.3 6551.3 5405.8 5405.8 
1951 7737.7 6545.1 7795.6 6790.9 
1952 7012.3 6240.6 7674.8 6470.1 














1953 7550.5 7009.8 6541.4 6072.1 
1954 7854.0 6869.5 7397.1 6870.3 
1955 7967.3 7413.0 7540.5 7083.3 
1956 8494.5 8067.8 7929.9 7143.2 
1957 8597.5 8086.0 9299.4 8361.3 


Source: Economic Commission for Latin America. 
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American terms of trade as the summation of the terms-of-trade 
effects of the twenty countries. It would be preferable in com- 
puting the terms-of-trade effect for Latin America to adjust for 
the influence of intra-area trade, because, strictly speaking, the 
regional terms of trade should not be derived by summing the 
terms of trade of the separate countries.‘ Unfortunately, data 
were not available to adjust for the effects of intra-area trade. 

From some standpoints, the Latin American grouping can 
serve to obscure average developments where the character of 
economic activity in one or more countries departs widely from 
that of the remaining countries. No effort was made to apply 
the present analysis to the trade of sub-sectors of the Latin 
American group or to the trade of individual countries although 
such an application could prove rewarding. 

Table 2 presents value changes separated into price and quan- 
tity components for both exports and imports. Table 2 was 
constructed in the following manner. First, the interyear changes 
in export and import values were obtained by taking the first 
differences of the export and import values at current prices of 
Table 1. Second, the interyear quantity components were derived 


TABLE 2: 










































































PRICE AND QUANTITY COMPONENTS OF INTERYEAR 
CHANGES IN LATIN AMERICAN EXPoRT AND Im- 
PORT VALUES, 1948-57. 

(millions of U.S. $) 

















EXPORTS IMPORTS 

oo Change Volume Price Change Volume Price 
period in compo- compo- in compo- compo- 

value nent nent value nent nent 
'48-'49 — 865.3 —502.0 — 363.3 | — 688.3 — 726.6 38.3 
49-’50 958.1 199.3 758.8 | — 105.7 184.8 — 290.5 
50-51 1186.4 — 5.0 1191.4 2389.8 1384.8 1005.0 
‘S152 — 725.4 —364.1 — 361.3 | — 120.8 — 366.0 245.2 
'52-'53 538.2 869.2 — 331.0 | —1133.4 — 470.6 — 662.8 
'53-'54 323.5 —150.1 473.6 855.7 855.7 0.0 
54-55 93.3 619.9 — 526.6 143.4 227.3 — 83.9 
55-56 527.2 700.6 — 173.4 389.4 69.8 319.6 
'56-'57 103.0 85.8 17.2 1369.5 1350.9 18.6 


Source: Table 1. 


*See Stuvel, “A New Approach to the Measurement of Terms-of-Trade 
Effects,” pp. 304-6. 


*The Economic Survey of Latin America has sometimes presented 
data inclusive and exclusive of Argentina. 
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as follows. The current and constant price data of Table 1 
yield unit value and quantity indexes. The unit value (here- 
after, price) indexes are obtained by dividing each year’s export 
or import total at current prices by that year’s export or import 
total at prices of 1950. The resulting indexes are of the Paasche 
variety since they have given year weights. It will be noted 
that the data of Table 1 can be made to yield Laspeyre’s volume 
indexes by dividing each export or import value at 1950 prices 
by the export or import value total of 1950. These quantity 
indexes did not figure directly in the construction of Table 2. 


The next step was to shift the base of the Paasche price index 
numbers from a 1950 to a previous year base so as to facilitate 
interyear comparisons. Interyear comparisons should rest upon 
each year’s trade revalued at prices ruling in the previous year 
rather than at prices of a single base year as in Table 1 but such 
data were not available. The price indexes on a previous-year 
base were then used to isolate a quantity effect. For each inter- 
year period, the later year’s export and import totals at current 
prices were deflated by export and import price indexes, respec- 
tively. This deflation gave the value of exports and imports 
in the later year valued at prices of the earlier year. Subtraction 
of the earlier year’s exports and imports gives a remainder 
which reflects quantity changes only. It must be emphasized 
that deflation by the Paasche indexes of export and import prices 
is one, essentially arbitrary, manner in which the quantity effect 
may be isolated. The price effect was determined residually as 
the algebraic difference of the total value change and the quan- 
tity effect.® 


® The price effect shown in Table 2 is not precisely that which would 
result from deflation of the value series by the implicit (Laspeyre’s) 
volume indexes mentioned above. Such a deflation would give P Q— 
PQ. for the price effect whereas the residual procedure followed here 
gives PQ —PQ. Stuvel has recommended a still different approach 
in the articles cited above. However, in the present analysis, his approach 
did not appear to lead to results significantly different from those 
achieved by use of the simpler method described in the text above. 
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The separation of price and quantity changes for exports and 
imports having been completed, the price and quantity changes 
in the balance of trade were obtained by subtracting the price 
and quantity changes in imports from the price and quantity 
changes in exports for each interyear period. These data are 
presented in columns two and three of Table 3. In addition, 
the price effect in the balance of trade was separated into its 
two subsidiary components due to changes in the terms of trade 
and due to changes in the general price level by procedures 
outlined below. The two price components appear in columns 
four and five of Table 3. 

Worswick has argued convincingly that while there is no 
single, most appropriate, way in which to separate the two price 
components, a definition of the terms of trade as the ratio of 
Paasche export and import price indexes gives reasonable results. 
Such a definition, in conjunction with the previous treatment of 
the quantity effect, gives the three additive components of change 
in the balance of trade presented in Table 3. The specific defi- 
nitions can be summarized as follows. Let x and M be the 


values of exports and imports, respectively, at current prices in 
any given year; and let X’ and M’ be their values at prices rul- 
n n 


ing in the previous year. The interyear change in the balance 
of trade (B) is: 
B-—B = (xX —x_,) (at 


n n-1 
TABLE 3: COMPONENTS OF CHANGE IN THE LATIN 


AMERICAN TRADE BALANCE, 1945-57. 
(millions of $) 


Inter- General 
year Change in Volume Price Terms of price 

period value component component trade price level 
1948-49 — 177.0 224.6 — 401.6 — 388.1 —13.5 
1949-50 1063.8 14.5 1049.3 1045.4 3.9 
1950-51 —1203.4 —1389.8 186.4 226.7 —40.3 
1951-52 — 604.6 1.9 — 606.5 — 607.0 + 0.5 
1952-53 1671.6 1339.8 331.8 376.5 —44.7 
1953-54 — 532.2 —1005.8 473.6 473.5 0.1 
1954-55— 50.1 392.6 — 442.7 — 409.7 —33.0 
1955-56 137.8 630.8 — 493.0 — 502.5 9.5 
1956-57 —1266.5 —1265.1 — 14 0.0 — 14 


Source: Table 1. 
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It remains to comment upon the findings of Tables 2 and 3. 
A main feature of the behavior of export values is their general 
upward trend. As may be seen from Table 2, there were only 
two interyear declines in export value during the period under 
consideration. (Export values also increased annually between 
1945 and 1948). First, was the 1948-49 decline attributable 
to the recession in the major trading countries of North America 
and Western Europe. Second, was the 1951-52 decline as the 
Korean boom subsided. Aside from these instances, the value 
of Latin American exports rose in every interyear period. No 
such regular pattern is apparent in export price and quantity 
movements. Through 1951, changes in export prices tended 
generally to outweigh changes in export quantities; but, since 
1951, no such clear tendency has been apparent. Again, in the 
earlier part of the 1948-57 period, export prices and quantities 
tended to change in the same direction; since 1952 the opposite 
pattern has persisted. The consistent feature of Latin American 
exports has been that of growth in current value. Price changes 
which were very influential just after World War II and again 
after Korean hostilities have become less so in recent years. 
Indeed, the substantial quantity increases in two of the last three 
interyear periods are evidence of the fact that quantity move- 
ments in Latin American exports are, upon occasion, very 
important. 

Import values displayed somewhat greater variability than did 
export values over the period of study. Despite the wider swings 
in import value, the overall pattern, like that of exports, was one 
of upward trend. Upon each of the two occasions that export 
values fell (1949 and 1952), import values also fell and con- 
tinued their fall for one more year. This behavior is suggestive 
of a lagged adjustment of imports to prior changes in exports and 
income. The quantity component of imports appears to have 
been slightly the more important in determining their value. 
Import prices rose fairly steadily except for the 1949 recession 
and the post-Korean adjustment. There was no consistent rela- 
tionship of price and quantity changes in imports. Prices and 
quantities moved in the same and opposite directions with about 


equal frequency. 
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Latin American trade balances have displayed an erratic pat- 
tern. To the extent that service items and long term capital 
flows do not compensate for such a pattern, foreign exchange 
reserves of the Latin American countries are susceptible to a 
similarly erratic course. Quantity and price movements typically 
were opposite in their effect upon the balance of trade although 
they did, for example, reinforce one another during the 1952-53 
interyear period. Quantity movements were somewhat more 
influential in effect upon the trade balance than were price move- 
ments, and, especially was this so in the case of increases in 
import quantities, e.g., 1950-51, 1953-54, and 1956-57. Price 
movements were particularly important as export prices rose 
during the Korean boom. 

As one would normally expect, the terms-of-trade movements 
were more important than were general-price-level movements 
in affecting the balance of trade. It will be recalled that gen- 
eral-price-level movements depend for their size upon an initial 
imbalance of trade and the existence of (large) parallel move- 
ments in each of export and import prices. The Economic Com- 
mission for Latin America has not released revised data for the 
years 1945-48; but, on the basis of unrevised data it appears 
that general-price-level effects, as defined here, were more sizable, 
1945-47, than at any subsequent time. 

It deserves reemphasis in connection with the price components 
and the trade balance that the export and import prices are those 


arising from trade among the Latin American countries as well 
as with the rest of the world. 





Inter-American Development 
Bank—I 
By Virgil Salera+ 


Introduction. Given Latin America’s understandable desire 
for expanded external development financing and any politically- 
knit area’s wish to have its own regional lending agency, it is 
easy to see why our Latin friends have attached so much impor- 
tance to the reversal of the U.S. attitude toward an inter-Amer- 
ican development bank. The reversal in question occurred on 
August 12, 1958, when Undersecretary of State Dillon personally 
informed the IA-ECOSOC that the U.S. government was pre- 
pared to give favorable consideration to the establishment of 
such an institution. The occasion, it will be recalled, was the 
eve of President Eisenhower's extraordinary address before the 
U.N. General Assembly in connection with the crisis over Leba- 
non, in which the President hoped to strengthen our shaky Middle 
East position partly by making an offer of U. S. financial help for 
a new Middle East development institution. In view of such a 
unilateral offer, the U.S. could hardly have failed to extend 
“‘most-favored nation” treatment to Latin America—this despite 
the fact that (1) Congress only a few months before had ex- 
panded the Export-Import Bank’s lending authority by $2 billion 
in good part to accommodate Latin America, and (2) the Ad- 
ministration’s even more recent announcement (at New Delhi) 
that it approved a substantial increase in the capital of the 
World Bank and the resources of the Monetary Fund. 

The high-level celebration of Dillon’s announcement occurred 
on September 23-24 on the occasion of a Washington meeting 
of the foreign ministers of the American republics. It was 


* The American University and American Enterprise Association. 
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agreed, according to the communique, that a specialized OAS 
committee would “meet in continuous session until it completes 
draft articles of the agreement for the proposed (development) 
institution. From all indications, it may be added, this institution 
should loom large in the economic work of the Eleventh Inter- 
American Conference to be held in Quito in 1959. 

A favorable U.S. attitude toward a regional bank, the grail 
which the OAS has sought for many years, was something which 
justified quick action by the secretariat. Accordingly, it lured 
two American economists—one from each Coast—away from 
their university posts for temporary duty in Washington. This 
pair turned out a product in not much more than a fortnight. 
It is this product—extensively rewritten and modified by, as well 
as issued in the name of, the secretariat! — with which this 
two-part essay will be concerned. The first part evaluates the 
arguments advanced in behalf of a new and hefty regional devel- 
opment institution, for which no less than $2.5 to $3.0 billion 
is sought.’ A critical discussion of this institution-in-gestation, 
chiefly in relation to the work of existing development-financing 
institutions, will comprise the second part. 

Some Comments on Perspective. By way of introduction, a 
word may be said about the setting in which the secretariat 
elaborates its affirmative arguments. This is necessary partly 
because an idea of the context in which the arguments are 
developed assists evaluation. Moreover, some arguments which 
are made in the early chapters—but not included in the final 
chapter which formally presents the affirmative case—throw light 
on the quality of the thinking which is incorporated in the 
document. 

Readers familiar with ECLA’s publications will be impressed 
with the extent to which the OAS secretariat appears to be fol- 
lowing both the techniques and the emphasis of the UN group. 
In the present case, the ECLA influence is most marked in the 





* Financing Economic Development in Latin America, Pan American 
Union, ES-Doc. 30/58, Washington, 1958, pp. 343. 

* Interestingly, press comment following Dillon’s announcement was 
to the effect that “informed sources” expected the U.S. to make a capital 
contribution of $100 million. 
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opening pair of chapters and chapter 5, which stress “capital 
requirements and imports,” the capital-output ratio, “capacity 
to import,” * and “capital absorptive capacity and capacity to 
repay’ —though the last-mentioned item reflects the writings of 
the MIT group * as much as the work of ECLA. In the psuedo- 
scientific jungle of words which is commonly associated with 
such an approach one notes some very revealing transformations. 
Thus, early in the opening summary (p. 2) “maximum growth” 
is said to require all the capital which a nation “can put to pro- 
ductive use and which will yield a rate sufficient to cover the 
cost of borrowed capital” (emphasis added). But on p. 18, in 
the same summary section just preceding the first reference 
to the size of institution which would be preferred, productive 
use as a criterion is conspicuously left unrestricted by the very 
significant yield factor when the secretariat quietly substitutes 
for “yield . . . sufficient to cover the cost of borrowed capital” 
a favorite ECLA-type batch of words, viz., “service without 
seriously impairing (the borrowing nation’s) capacity to import.”® 


’ This is shorthand for composite of export proceeds, capital imports, 
and terms of trade. As an operational concept, it suffers from many 
more uncertainties than its quasi-engineering connotations suggest. 

* See, e.g., Millikan, M. F. and Rostow, W. W., A Proposal: Key to 
An Effective Foreign Policy, New York, 1956, and my paper, ‘““MITAID: 
Waste, International Bickering and Some Development,’ JAEA, Au- 
tumn 1957. 

5 Significantly, though Jan Tinbergen’s A Design for Development 
(Johns Hopkins Press, 1958, p. 86) was available to the secretariat and 
undoubtedly known to the two outside economists already referred to, 
there is no mention of this book’s important and highly relevant advice 
on the critical interest-rate front: that capital scarcity in the less-developed 
nations be reflected in project calculations which use an interest rate 
of 10 per cent. 

In this connection, I believe it is essential to emphasize that economists 
are in poor professional form when they write about “need’’ for capital 
without bringing the interest rate as an allocative factor systematically 
into the picture. On this subject, I am moved to comment on a recent 
pronouncement by a senior Harvard professor, who recently accepted 
as a “fact” the superficially plausible view that even 5 per cent is too 
high an interest rate for the less-developed nations to pay on foreign 
capital for so-called “‘social overhead projects.” A. Smithies, ‘The U.S., 
the U.N. and the Underdeveloped World,” Orbis, Fall 1958, p. 345. 
It is revealing, I think, that Smithies does not impress the reader with 
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By parallel reasoning and without attempting to carry argu- 
ment by analogy too far, I could try to argue that, as a mere 
salaried economist, I “‘need”’ all the capital I can borrow without 
seriously impairing my capacity to enjoy, say, Cadillacs (or 
Fords)! Can one think of a better prescription for drying up 
the supply of freely provided—as compared with tax-based gov- 
ernment—capital ? Clearly, no amount of literary skill can change 
the fact that American society no more “owes” me a Cadillac 
than it “owes” another nation or region an undiminished capacity 
to import.® In a world bent on progress both the individual and 
the region have to earn their “‘capacity’’* to purchase or import. 
And if the non-Communist world as we know it—a non-homog- 
enous world of course—is to grow and remain free, the less- 
developed parts have no choice but to earn their economic 
progress—indeed, they will enlarge the scope of individual free- 
dom and prosper in direct proportion as they give scope to ini- 
tiative, rely on earning their way, and strive to keep up with the 
best nation-earners. In order not to appear to be accentuating 
the negative, and Point Four notwithstanding, let me add that 
I do not believe that the U.S. has more than scratched the sur- 
face of the potentials open to us, given complementariness in 
all relevant senses, for assisting friendly nations to expand and 
diversify their real earning capacities. (We can do so by arrange- 
ments that are far less costly and far more effective than govern- 
ment-to-government aid, mainly through American business firms 
abroad. I shall elaborate in an early paper.) 


But the job is primarily for the less-developed nations them- 
selves, as the document under review properly states at some 
points (e.g., p. 14). With the necessary minimum of markedly 
production-stimulating overhead projects (in other words those 
meeting appropriate criteria for resource allocation)—for which 


the very elementary fact that capital produces much more than 5 per 
cent in such nations, to say nothing about the basic allocative aspects of 
the interest question. 
°Of course, over the years Latin America will want and be amply 
able to justify lots of imports, particularly of the capital goods variety. 
"Note the clarity with which the shallowness of this quasi-engineering 
concept shows up in this context. 
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existing and recently expanded external financing is more than 
adequate in my judgment—, and, let us say once more, the 
adoption and steadfast adherence to policies which create genuine 
and widespread incentives to individual capital formation and 
the highest efficiency in agricultural and industrial resource use, 
Latin America is bound to achieve a steady enlargement of per 
capita output, bound to have never-ending opportunities to shift 
from relatively low- to high-yield production, bound to replace 
some ‘‘standard” imports with domestic production, and bound 
to develop not only new export products but to confound the 
static-minded “experts” with the size of export earnings from 
such new exports.* Moreover, some recent experience demon- 
strates, to a limited but nevertheless significant extent, what this 
means. I refer, inter alia, to important sections of the Mexican, 
Brazilian and Venezuelan economies. 


This, if I may say so, is the kind of affirmative message which 
we must drive home to people of open mind. In this connection, 
it is understandable that the OAS economics staff emphasizes 
arguments and plays up fears—e.g., Latin America’s supposedly 
insecure “capacity to import’—which it believes will make the 
best case for getting the U.S. to pump more resources into 
Latin America, preferably on a low-cost or costless basis. This 
staff works for the governments, in an operation which is in 
effect another arm of the diplomatic service—and apart from 
commodity ® and trade matters such foreign work in Washington 


8 On static-mindedness, consider the embarrassment of the UN’s Eco- 
nomic Commission for Europe which “predicted” that the recent U.S. 
recession would force the rest of the world to lose gold and dollars at 
the annual rate of $3 billion. The “prediction’”—based on the new 
orthodoxy of dollar shortage theory—was very wide of the mark mainly 
because it grossly overstated the fall in U.S. imports and the rise in 
our exports. Actually, the U.S. lost rather than gained gold and 
dollars! New elements simply were ignored or given wholly inadequate 
weight. The experience should be a sobering one in more than a few 
quarters, including those which make much of such nonstatic categories 
as “capacity to import.” Among other things, welfare statism may have 
permanently impaired our export position. 

®Commodity problems, which have been serious of late and only 
partly because of. the recession (coffee, the major case, would have been 
sick even if our boom had never been interrupted), clearly illustrate the 
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is largely conceived in terms of winning commitments to supply 
Latin America with increased amounts of public capital. In a 
word, it is no exaggeration to say that, seen in perspective, the 
OAS’ inherent tendency is to present a lopsided view of the 
capital-supply and, more generally, the growth problem.” 

The Arguments for a New Bank. Most of the arguments for 
a new regional development-financing institution are set forth in 
chapter IX, the concluding chapter. The “economic justification” 
for such an agency,we are told, “should be based on a demon- 
stration that there are important functions and sound development 
projects appropriate for an international development institution 
which are not now being performed or financed by existing insti- 
tutions or at least not adequately in terms of a given set of 
standards or goals” (p. 275). This is a rather interesting state- 
ment, with most of which I agree; but note in particular (1) 
that “given standards” is a rather obvious (and convenient!) 
euphemism for a hoary category, the borrowers’ standards, and 
(2) that there is no hint of the relevance of the interest rate 
factor in the reference to “sound projects.” 


Let us make a run-down of the arguments. The World Bank 
and the Exim Bank, as leading suppliers of public capital, rather 
expectedly are singled out for close attention. They are said to 
be unduly limited chiefly by what are called their ‘‘administrative 
lending policies” and their assessment of repayment capacity. 
Among the former are (1) and (2) the institutions’ financing of 
only the direct foreign exchange cost of projects, and only 
specific ** projects—as opposed to general balance of payments 
financing—“with engineering and economic surveys completed, 
and detailed plans formulated, in advance of loan requests,” 


tole of international consultative machinery, including the OAS segment 
thereof. U.S. farm policy has been, and continues to be, a major 
trouble-causing as well as budget-enlarging factor, it must regrettably 
be admitted—and neither political party appears willing to face up 
to the issue. 

* This is virtually admitted, albeit indirectly, in the document under 
feview. For example, “The cultural and social-political aspects of eco- 
nomic development are outside the scope of this study.” P. 27. 

" Actually, the Exim Bank appears to be making balance of payments 
loans increasingly, many to Latin America. 
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(3) the exclusion of social overhead requests (such as hospitals 
and schools), (4) the exclusion of government projects in fields 
where private capital is available—mainly oil,** (5) the require- 
ment of a government guarantee for loans to private parties, and 
(6) the Exim Bank’s tied loans. 

Not one of the factors which allegedly constitute limitations— 
some of which the secretariat would even retain! (p. 277)— 
stands up well under analysis, though the first and last have 
already been advanced by a number of parties and come nearest 
to being persuasive. Financing only the direct foreign exchange 
cost is a necessary rule of thumb to (a) make the most of the 
supply of scarce foreign capital,(b) avoid pitfalls in estimating 
a necessarily vague indirect exchange cost, and (c) induce the 
receiving country to adopt policies which encourage a maximum 
substitution of imports of capital goods for consumer goods. 
Or consider the objection to the financing “only” of specific 
projects. Contrary to the secretariat’s statements, this is not 
prevailing lending policy at the Exim Bank, and the secretariat 
should also know that the World Bank is experimenting in 
Latin America with the general line of development credit, e.g,, 
in Costa Rica. Given the relative looseness with which many 
Latin American governments use money—and given the dismal 
record of foreign borrowing in the 1920s—, the specific project 


12 This important subject is not even analyzed in the document. It 
suffices here to say that the OAS secretariat is at its special pleading 
best (or worst) on this matter. Would President Frondizi have contracted 
to let American firms invest to find and move Argentine oil—thus 
saving hundreds of millions which have been spent on imported oil 
largely to satisfy misplaced national pride—if an inter-American devel- 
opment bank poured U.S. taxpayer-supplied capital into such tested 
failures as YPF? What aid and encouragement does publicity in Argen- 
tina about the secretariat’s pronouncements on foreign oil policy give 
to the leftists who at this writing are striking in the Mendoza fields 
in an atempt to force Frondizi to cancel foreign oil contracts? Finally, 
the secretariat has the company of our Harvard professor, who pontifi- 
cates—at the very moment when Frondizi is proving the efficacy of the 
private way and even selling Brazil, with its somewhat different situa- 
tion (little proven territory), on the idea too—about the need for the 
U.S. to supply the taxpayers’ capital to Latin American governments 
in order that the Free World may lessen its dependence on Middle East 
oil. A. Smithies, op. cét., p. 351. 
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basis appears to be greatly in the Latin American public’s inter- 
est, however much it sometimes irritates governments and their 
international-agency spokesmen.** 


A maximum productivity impact is foremost among the objec- 
tives of international lending, in everyone’s interest. Hence, 
social projects of the OAS type should be financed from expanded 
local real income so as to confine the limited sums of repayable 
foreign capital (other people’s money) to projects that are both 
more economically productive and more conducive to the genera- 
tion of service payments. 


I shall not comment further (see the footnote above) on the 
secretariat’s desire for an institution of its own partly to circum- 
vent existing policy against U. S. taxpayer-supplied capital merely 
(a) to replace abundant private capital and know-how that is 
available for oil development and (b) to further the kind of 
high-cost nationalistic policy which is symbolized by the YPF’s 
string of failures. In taking this position, howeer, I do not nec- 
ecessarily endorse the terms which Frondizi reportedly has 
allowed to firms participating in proven—as opposed to un- 
proven—fields. 

We may turn to the question of the government guarantee 
of loans to private parties. If this is a serious problem, do we 
need to proliferate international institutions to deal with it? 
Given such features as exchange controls, moreover, should 
lenders incur further risk on low-cost loans by foregoing the 
guarantee? And why does the secretariat ignore the IFC’s role 
in this connection—since the IFC was established in part to 
provide capital without a government guarantee? * 





**' What would the secretariat say about such by-products of the 
approach as the end-use check impartially administered? Are they familiar 
with such experiences as that in Colombia only a few years ago, when 
bulldozers on a World Bank roadbuilding project were improperly di- 
verted to the private property of top government officials and returned 
to their rightful place only when the World Bank wired a protest as 
the result of a routine check? 

“Is it not high time that the IFC is told that it is proceeding at far 


too slow a pace in view of the potential importance of its kind 6f 
operation ? 
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Finally, is the Exim Bank's tied loan a met limitation? To be 
convincing, the secretariat would have to prove that Congress 
would grant the Bank as much lending authority without the 
clause as it has with it. Moreover, as is well known, American 
economists including the present writer have long regarded our 
tied loan policy as productive of little other than foreign 
irritation. 

The secretariat also tries to hang its material on yet another 
peg: the prevailing assessment of repayment capacity. This too 
is held to be a “limitation” justifying a new institution. Spe- 
cifically, this assessment is said to be insufficiently liberal. The 
World Bank is cautious because it must market its securities in 
international financial markets, and the Eixm Bank must maintain 
a favorable record if it is to get additional dollars from Congress. 
An inter-American bank, it is claimed with surprising modesty, 
could adopt “somewhat more liberal standards of capacity to 
repay,” by considering “current debt service and prospects for 
export growth and minimum import needs, plus certain other 
relevant economic factors.” (P. 278, emphasis supplied.) After 
the secretariat filtered out the essence of these words, however, 
it had second thoughts: A new institution could not get far 
out of line! If it did, existing agencies probably would conclude 
that repayment capacity had been “impaired and curtail their 
lending” (p. 278). Note how this hot potato is spotted—and 
quickly passed over. Perhaps the secretariat even asked itself: 
Why risk further thought on a subject when the result might 
be to suggest (horrors!) that the politicians’ dream would, if 
“satisfied,” probably shrink rather than expand the over-all 
supply of repayable external developmental capital. How reac- 
tionary the thought that, after all, one bird in the hand is worth 
two in a very unpromising bush! 

What is more, in enumerating the considerations relevant to 
a “more liberal” assessment the secretariat seriously misleads 
the reader by suggesting that existing institutions somehow 
do not consider the factors in question. 

Another argument runs to the effect that, “ideally,” Latin 
America needs an institution of its own to ‘coordinate the over- 
all lending policies of other external financing agencies operating 
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in Latin America and in reaching an agreed external debt limit 
for each country,” subject to yearly review. (Pp. 278-279, em- 
phasis supplied.) This proposition may appear to be significant. 
But it is mere assertion inasmuch as the document makes no case 
for the argument. Two points are worth noting nevertheless. 
First, the secretariat again seeks an important measure of bor- 
rower control without openly arguing for so highly questionable 
a feature. Second, imagine the confusion which would result 
from such a precedent if all other regions in the world also 
sought to “coordinate” (pressure?) policies along the indicated 
lines. The tyranny of regionalism! 

The secretariat passes up no bets, even the more distant kind 
such as those related to a possible future Latin common market. 
Thus, it wants a largely U. S.-financed regional institution to fi- 
nance (1) “Latin American enterprises which by investing in 
neighboring countries promote regional integration” (p. 280), 
or (2) regional projects such as multinational waterways (p. 
281). Once more, however, the secretariat does only half its 
job: It does not demonstrate that such projects, if really meri- 
torious, cannot now be financed on a repayable basis. 

The story lumbers on in terms of loans to national develop- 
ment banks. Such loans are allegedly overlooked today, the 
reason being advanced that the project approach makes such 
lending unsuitable. Actually, as has already been indicated, 
the World Bank is not just talking about this kind of thing— 
it is really doing something, e.g., in Costa Rica. Why does the 
secretariat conveniently ignore such facts? Why, moreover, does 
its writing on the subject ignore the relevant fact that Latin 
American development banks have a very uneven record and are 
tainted with most of the weaknesses of traditional government 
ministries ? 

The case for a new agency is also allegedly supported by the 
need for loans of longer maturity, grace period, etc. This argu- 
ment, however, runs only in terms of the new institution’s doing 
a little more than at present. Actually, much more in the way 
of lengthening maturities is now being done, on a selective basis, 
than the reader can gather from this lengthy document. But 
there are obvious limits to this practice: are we to make foreign 
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borrowing easier by this route at the same time that the U.S. 
Treasury increasingly unloads the shortest maturities of its own 
debt despite the domestic inflationary implications thereof? 

The statistical “‘determination” of capacity to service addi- 
tional loans and help increase such capacity are other functions 
which are said to be missing. Such activities should be under- 
taken jointly with existing institutions, to assure that “a co- 
ordinated long-term development financing program will be 
formulated for each member country” (p. 286). Presumably 
the gain would reflect the consideration of factors (unmen- 
tioned ** in the document) not now employed by existing insti- 
tutions. This alleged gain, I submit, is another example of 
argument by mere assertion. More importantly, theinternational 
planning exercise would, I fear, tie the agencies’ hands finance- 
wise, with serious jeopardy to all especially in the face of the 
tendency to careless use of other people’s money. 

We are also told that the promotion of private foreign invest- 
ment is function which “justifies” still another agency. Super- 
ficial attractiveness is not inconsiderable. Thus, it is stated that 
a new agency might assist governments in drawing up programs 
to attract such investment, provide a clearing house of infor- 
mation, help with local financing, promote joint ventures, make 
loans to foster regional integration, and organize business-gov- 
ernment conferences. To anyone familiar with the real problems 
in this area, this line-up simply evades the issues. Private foreign 
investors need not more general promotional “help,” but im- 
provement in the whole range of elements briefly referred to 
as the investment climate. 

The provision of still more technical assistance is yet another 
argument. World Bank efforts do not suffice, since the “full 
complement” of such services has been rendered only a few 
Latin American countries and rarely on a continuous basis. 
About the only new idea mentioned—or repeated—at this point 
is that the regional agency could help to program for a steady 
flow of external capital. But this idea, if implemented, would 
probably worsen matters, as previously explained. Technical 


15 The document appears inexplicably to include unspecified measures 
to increase service capacity as one such factor. 
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assistance already rendered governmentally by several agencies 
is not insignificant quantitatively, though this is not indicated 
in the document. At best, additional work in this area by a 
new agency would yield only small marginal benefits at high 
overhead cost; at worst, it could waste scarce manpower in trying 
to avoid excessive duplication of effort. 

Clearly, the secretariat has sprayed its fire. A few of its targets 
are real in part, but most of them are imaginary or have already 
been hit and continue to be hit by successful agencies. 

The upshot of our evaluation of the arguments may be stated 
quite simply. The OAS document illustrates a phenomenon 
that we shall have to get used to: The U.S., like any other 
benefactor, will repeatedly be criticized by the recipients or their 
spokesmen. It must be said to the secretariat’s credit, however, 
that it has sniffed the political wind. But let it not be felt that 
criticism in this case amounts to no more than shouting “wolf” 
before the anticipated arrival of a mouse. 

If the secretariat thinks it makes a case in terms of economic 
and technical considerations, it is badly mistaken. U. S. approval 
of yet another agency will be little more than a case of pro- 
liferating institutions for proliferation’s sake. The U.S., it is 
submitted, cannot tolerate the waste of proliferation. If, as is 
unfortunately only too common these days, we support such 
actions in the belief that there is no choice given the exigencies 
of the cold war, that too is largely mistaken—despite all the 
inspired talk about the Soviet economic offensive. Consider, for 
example, the poorly known fact that underdeveloped Red China’s 
economy, far from receiving net economic aid from Russia, is 
being drained on a net basis to repay past loans from the Soviets.’® 

The arguments listed and discussed above are only part of the 
story, however. Something must also be said about the proposed 
institution (still un-blueprinted), its international character and 
the meaning thereof, and the thorn on the rose—the probable 
impact of its entry upon the total volume of external resources 
for Latin American development. It is with such matters that 
the second part of this essay will be concerned. 


*®See Dr. Harry Schwartz’s authoritative commentary, New York 
Times, Nov. 8, 1958, where the Chinese bilateral export balance for 
the year is put at $300 million. 





Communications: 


On U.S. Policy 
By Ruth Willet+ 


After reading Heliodoro Gonzalez’ emotionally biased article 
on the “House Investigation of the Nixon Incident’’ in the au- 
tumn 1958 issue of Inter-American Economic Affairs, it is impos- 
sible to refrain from writing the following emotionally biased 
retort: 

Mr. Gonzalez’ theme that the Latin American policy of the 
United States is far from being perfect cannot be argued with, 
but this reader finds fault with his apparent contentions that 
the Department of State is the sole instigator of difficulties be- 
tween North and South America and that persons such as Sera- 
fino Romualdi and the editorial writers of the New York Times 
are far better qualified to deal with Latin America (and would 
presumably be more successful) than people like the Messrs. 
Rubottom and Bernbaum of the State Department. It is hoped 
that Mr.Gonzalez has not deluded himself into thinking that he 
has presented an objective and complete picture of the causes 
of Nixon’s violent Latin American reception! 

Concerning the matter of our supporting dictatorships, one 
wonders if Mr. Gonzalez is as “poorly informed” as he says the 
House Committee members are when he mentions ‘immense 
dissatisfaction” with U.S. policy in Venezuela, Colombia and 
Argentina (p. 57). “Immense dissatisfaction” on the part of 
which persons? If he means the comparatively miniscule groups 
in these countries against whom Perén and Rojas Pinilla revo- 
lutions were directed—the literate, the privileged, the moneyed 


* The author did her graduate work at Simmons College and is cut- 
rently with the Buffalo & Erie County Public Library. 
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and the traditional holders of power—he is right. But, on the 
other hand, if he refers to the many millions of illiterate have- 
nots he is wrong. One cannot imagine these people expressing 
“immense dissastisfaction” with anything other than their mis- 
erable living standards! Certainly they will not be “immensely 
dissatisfied” with a Perén for giving them pay raises, paid vaca- 
tions, a voice in the government, bonuses, etc., (regardless of 
the sincerity of motives in giving them.) If Latin American 
criticism is directed toward the U.S. Government for having cor- 
dial relationships with the dictatorships (eighteen out of the 
twenty nations?), it is suggested that this criticism is not rep- 
resentative of the Latin American majority, but only of the small, 
influential upper classes which are being shoved from their 
traditional seats of power and privileges by the newly rising 
working classes. That these revolutions are being conducted 
under the auspices of dictators is regrettable, but at LAST they 
are being carried out! If Mr. Gonzalez wanted to present an 
objective view he could have made at /east a passing reference 
to the results of a public opinion poll taken in six Latin American 
cities in July 1958 by Life en Espanol. It was reported that 
U.S. “Dictator coddling . . . was the chief concern of only 7% 
in Caracas, 5% in Montevideo, 2% each in Buenos Aires and 
Bogota, 1% in Mexico City and less than half of 1% in Lima.” 
(Reported in Time, July 28, 1958, p. 33). Mr. Gonzalez’ 
answer to this would probably be that the poll takers did not 
ask enough of the right people. 

Granted, such polls are often erroneous and at best only indi- 
cations of public opinion, but mightn’t these results indicate that 
much of the shouting over U.S. “dictator coddling” comes from 
a vociferous Latin American minority backed in this country by 
a pious element represented by know-it-alls like Joshua B. Powers, 
Serafino Romualdi, Francis Grant and the Inter-American Asso- 
ciation for Democracy and Freedom and the New York Times 
editorial staff!? If this is true, the Department of State would 
certainly be a chump to mistake the noisy and emotional utter- 
ances of these people as being representative of the “immense 


dissatisfaction” toward U.S. policy felt by the Latin American 
MAJORITY. 
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In rapping the United States for unduly “praising” individual 
dictators (pp. 57, 58, et seq.), this reader resents the continual 
use of the phrase: ‘“‘had EVERY EXPERT ON LATIN AMER- 
ICA IN THE HEMISPHERE misjudged the character of the 
(Rojas Pinilla, Perez Jimenez and Perén regimes) ?”” Apparently 
Mr. Gonzalez only bothers to acquaint himself with opinions 
of commentators who think as he does. Offhand I am able to 
cite four EXPERTS who have written far more balanced views 
of the “character” of these governments than is presented in 
this article: Millard Richard Shuall, author of Encounter with 
Revolution (New York: Association Press, 1955); the late 
Vernon Fluharty, author of Dance of the Millions: Military Rule 
and the Social Revolution in Colombia, 1930-1956 (Pittsburgh: 
University of Pittsburgh Press, 1957); Mary Hirschfeld, Latin 
American staff correspondent for the Cleveland Plain Dealer; 
and George Pendle, BBC correspondent and author of Argentina 
(London, Royal Institute of International Affairs, 1955). No 
doubt Mr. Gonzalez considers these EXPERTS naive and mis- 
informed if he knows of them at all. Nevertheless, they seem to 
be able to comment on Latin American social radicalism, eco- 
nomic nationalism and lack of democracy within the context 
of LATIN AMERICAN maturity and rate of development—not 
that of the United States. To be specific, George Pendle’s Argen- 
tina presents Peron as a “modern version of the traditional 
Argentine caudillo faced by problems which were observed to 
be natural to the country and the times.” Pendle makes no 
attempt to call Peron democratic, but neither does he try to 
present the ridiculous, superficial, widely-held idea that the Per- 
onistas destroyed Argentine democracy (which was never in 
existence) and that with the removal of big-bad-wolf Perdn, 
Argentine democracy is once again flourishing at full tilt. 

Is Mr. Gonzalez advocating that the State Department quickly 
dissolve all background causes for authoritarianism in Latin 
America so that our diplomats will not have to deal with dic- 
tators at all? The U.S. Government is certainly not responsible 
for the lack of democratic development in Latin America; neither 
is it their business to remake Latin America in the image of the 
United States by determining how and by whom these govern- 
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ments should be operated (the Braden episode demonstrated the 
folly in this line of thinking). Therefore, why does Mr. Gon- 
zalez quibble with the State Department over the manner in 
which they treat the men who happen to be the heads of state 
in Latin America? 

In advocating the policy of promoting democratic government 
in Latin America by cold-shouldering the dictators and praising 
the democratic-liberal elements (p. 60), Mr. Gonzalez does not 
mention the fact that Latin American democrats can often be 
as dictatorial and corrupt when in power as the dictators them- 
selves. The history of the area is full of accounts of dictators 
overthrown and replaced by liberal elements that in time revert 
to dictatorial patterns because of pressures, tensions, etc. What 
of the Argentines executed, persecuted and clapped into jail 
without due process under the aegis of ‘‘pro-democratic” Aram- 
buru and more recently under Frondizi’s state of seige? Does 
Mr. Gonzalez think that blood-letting occurs under Latin Amer- 
ican dictatorships only? 

To say that all Latin American dictators rule with force and 
steal from the treasury because they want to and all democrats 
because they have to seems to be a terrible over-simplification 
of the problem and offers a shaky basis indeed for State Depart- 
ment policy makers to determine which regimes to praise and 
which to be rude toward. As Vernon Fluharty has observed: 
“,.. the forces at work (in Latin America) are not necessarily 
good or evil but simply human .. . there are never villains or 
heroes, only conditions and the men they affect.” If dictators 
are merely the end result of these conditions, what can possibly 
be gained by treating them in a coldly rude manner? 

To this reader, Mr. Gonzalez is vague on what he proposes to 
do about the petroleum problem. If countries like Brazil and 
Argentina are forced to pay millions annually for fuel imports 
while their own reserves remain unexploited, there is little hope 
for their economic betterment. But as long as Latin American 
nationalist sentiment remains at its present fever pitch, foreign 
companies will not be allowed to extract the oil and it will 
remain unused until atomic or some other form of power usurps 
its usefulness altogether. What does Mr. Gonzalez advocate 





94 INTER-AMERICAN ECONOMIC AFFAIRS 


that the State Department do to diminish this nationalistic aver- 
sion to foreign oil companies? (Other than try to keep such 
deals secret from the public as he suggests on p. 61: “It might 
have been well . . . for Nixon to have attended the inauguration 
ceremonies in Buenos Aires without devoting a . . . meeting 
with the President-elect to a discussion of . . . the admission of 
American companies to the Plate, and without publicizing the 
fact that petroleum investment had been taken up with the 
President-elect.”’) 

On p. 76, Mr. Gonzalez criticizes the State Department for 
being “pathetically grateful for Peron’s decision to admit foreign 
oil companies (to Argentina) on their own terms.” To dispute 
this, an article in the journal International Affairs for April, 1956 
stated that: “Impartial foreign experts who examined (the 1955 
Argentine-U.S. oil deal) considered that it was a reasonable 
agreement and that it amply protected Argentina’s sovereignty 
over her oil resources. Which interpretation of this agreement 
are we to accept? 

If the Church is doing such wonders in the realm of social 
progress, as Mr. Gonzalez would have us believe (p. 72 f.), why 
does Father John Considine find it necessary to write in his book 
New Horizons in Latin America (New York: Dodd, 1958) 
about “the general lack of social awareness on the part of 
(Latin American) . . . Catholics.”? To use the example of 
Argentina again, if the Church had had a strong, active and 
successful social aid program operating in the country before 
1943, the Peréns would not have had a field to exploit to their 
political advantage: the advancement of and aid to the poor. 
The Church may have successfully agitated for the removal of 
the “‘big three’ dictators (p. 73), but what sort of governments 
have taken their places? Does Mr. Gonzalez think they are 
democratic? On the contrary, the old problems remain and the 
background conditions that produce totalitarianism are still in 
evidence. 

Surely the State Department is in error if they think the anti- 
Nixon demonstrations in Latin America were solely reflective of 
minorities; no serious observer would say that the United States 
is popular in Latin America. However, this reader suggests that 
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the type of interference and “moral imperialism” which Mr. 
Gonzalez seems to advocate will not decrease this unpopularity, 
but only increase it. Such policies have been associated with 
U.S. dealings in Latin America before—and have not improved 
relations one whit! As Mary Hirschfeld has pointed out: “For 
Latin Americans, the U.S. is too omnipotent, too omniscent— 
we are the things they believe they are.” Any type of interfer- 
ence on our part would evoke hostility. It would be disastrous 
for the State Department to believe anything and everything 
Latin American exiles and political outs tell them about condi- 
tions and tenor of public opinion in their countries and base 
their policy accordingly. 

It is hoped that the State Department has learned its lesson 
in Latin America and will continue the “hands off” policy in 


the political sphere—despite the abuse hurled in its direction 
by people like Heliodoro Gonzalez. 











